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THE    PROBLEM    OF    RAILWAY    TRAINMEN'S    WAGES 

Bt  Juijub  H.  Pakmblbb, 
Statistician,  Bureau  of  Railway  Economics,  Washington,  D.  C. 
I  Economic  Considerations 
Steam  railways  of  the  United  States  had  an  average  pay  roll 
during  the  fiscal  year  ended  June  30, 1916,  of  not  far  from  1,700,000 
persons,  and  paid  out  some  $1,500,000,000  in  wages.  These  enor- 
mous, almost  inconceivable,  aggregates  represent  the  activities  of  an 
industry  which,  not  only  because  of  its  magnitude  but  also  because 
its  operations  are  the  pulse-beats  of  the  nation's  economic  life,  is 
of  the  most  vital  interest  to  every  citizen.  Since  the  item  of  com- 
pensation to  employes  represents  two-thirds  of  the  total  expenditures 
of  the  railways,  we  see  why  the  problem  of  railway  wages  lies  so 
close  to  our  minds  and  our  pocketbooks.  Of  especial  importance  is 
the  problem  when,  as  in  the  eight-hour  day  agitation  of  the  railway 
trainmen  in  1916,  any  increase  in  rate  of  pay,  resulting  in  an  in- 
creased wage  aggregate,  threatens  to  translate  itself  almost  imme- 
diately into  increased  freight  or  passenger  rates. 

II  Basis  or  Trainmen's  Compensation 
Railway  trainmen  represent  a  group  of  employes  whose  basis  of 
compensation  differs  from  that  of  any  other  class  of  labor,  either 
within  or  without  the  railway  industry.  Not  only  is  their  work 
peculiar  to  the  railway  industry,  but  it  is  mi  generis  as  to  method  of 
compensation.  The  problem  of  the  hours  of  labor  and  the  wages  of 
trainmen  has  been  before  the  public  now  daily  for  months,  and  we 
are  likely  to  become  even  more  intimate  with  it  before  the  year  1917 
is  far  advanced,  yet  I  venture  the  statement  that  not  one  man  in  a 
hundred  can  explain  the  underlying  features  of  wage  payments  to 
trainmen,  the  method  of  computing  their  compensation,  the  various 
alternative  methods  or  bases  of  computation  afforded  the  men,  the 
rules  and  regulations  that  modify  the  computations,  and  so  forth. 
Yet  there  must  be  some  conception  of  the  problem  in  detail,  before 
there  can  be  sound  judgment  as  to  the  merits  of  the  chums  made  by 
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the  trainmen  or  the  replies  of  the  railways  .thereto;  it  is  worth 
while,  therefore,  to  attempt  a  brief  summary  of  the  problem. 

Just  how,  or  why,  the  basis  of  railway  trainmen's  wages  is 
what  it  is,  or  when  or  where  it  came  into  being,  is  beyond  the  scope 
of  the  present  discussion.  Suffice  it  that  today,  and  for  some  years 
past,  trainmen's  compensation  has  been  computed  on  a  mileage,  that 
is,  a  piecework,  basis.  If  this  were  all,  the  problem  would  be  com- 
paratively simple.  Unfortunately  for  the  layman,  however,  a 
number  of  additional  factors  enter  in  to  complicate  the  question,  the 
most  important  of  which  is  the  time-limit  principle,  designed  to 
protect  the  men  on  the  slower  freight  trains.  This  time-limit 
principle  provides,  in  brief,  that  a  trainman  is  paid  on  a  mileage 
basis  except  when  his  time  slip  shows  that  his  hours  on  duty  exceed 
a  time-limit  proportionate  to  his  mileage.  In  the  latter  case  he  is 
paid  on  a  time  basis. 

Both  in  freight  and  passenger  service  on  most  railways,  the 
wage  schedules  provide  that  100  miles  or  less  shall  constitute  a 
day's  work.  The  passenger  service  is  usually  on  a  speed  basis  of 
twenty  miles  per  hour,  and  the  freight  service  ten  miles  per  hour. 
That  is,  the  standard  working  day  is  five  hours  for  passenger  crews 
and  ten  hours  for  freight  crews.  A  man  called  for  work  is  guaran- 
teed a  full  day's  pay  no  matter  how  few  hours  he  works  or  how  few 
miles  his  train  runs.  If  a  freight  engineer  is  on  duty  ten  hours  or 
more  without  running  100  miles  he  is  paid  as  much  more  than  a 
day's  pay  as  his  hours  are  above  ten,  and  if  he  runs  100  miles  or 
more  in  less  than  ten  hours  he  is  paid  as  much  more  than  a  day's 
pay  as  his  miles  are  above  100.  If  he  either  works  more  than  ten 
hours  or  runs  more  than  100  miles,  or  both,  he  receives  payment  for 
the  overtime  or  the  excess  mileage,  whichever  produces  the  greater 
amount  of  wages.  In  other  words,  if  the  freight  train  on  which  a 
man  is  employed  averages  less  than  ten  miles  an  hour  he  is  paid  on 
the  hourly  basis ;  if  it  averages  more  than  ten  miles,  he  is  paid  on  the 
mileage  basis.  The  result  is  that  practically  no  train  employee 
work  more  than  ten  hours  for  a  day's  pay,  and  thousands  work  less. 
Thus,  the  ten-hour  day  in  railway  train  service  merely  indicates 
the  maximum  limit  of  time  for  which  a  day's  pay  is  granted,  al- 
though in  other  industries  a  ten-hour  day  means  that  employes 
not  only  do  not  work  more  than  ten  hours,  but  also  do  not  work 
less  than  ten  hours,  to  earn  a  day's  pay. 
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III  The  Tbainmen'b  Brotherhoods 
Railway  trainmen  maintain  perhaps  the  best  organized  labor 
unions  in  the  world,  closely  knit  together,  ably  generalled,  well 
financed,  with  a  keen  consciousness  of  their  power.  The  Brother- 
hood of  Locomotive  Engineers,  organized  in  1863,  has  now  75,000 
members.  This' organisation  has  been  termed  "perhaps  the  most 
aristocratic  of  trade  unions."  The  Brotherhood  of  Locomotive 
Firemen  and  Enginemen,  organized  in  1873,  reports  about  85,000 
members;  the  Order  of  Railway  Conductors,  organised  in  1868, 
reports  about  50,000  members;  while  the  Brotherhood  of  Rail- 
road Trainmen,  organised  in  1883,  reports  a  membership  of 
135,000. 

These  four  organizations,  commonly  known  as  the  "brother- 
hoods," comprise  about  350,000  members,  or  about  nine-tenths  of  the 
total  number  of  railway  trainmen  in  the  United  States.  Trainmen 
received  in  1916  wages  aggregating  about  $400,000,000.  That  they 
are  among  the  best  paid  railway  employes  is  shown  by  the  fact  that 
they  form  about  17  per  cent,  or  not  quite  a  fifth,  of  the  total  number 
on  the  railway  pay  roll,  but  receive  about  27  per  cent,  or  over  one- 
fourth,  of  the  total  wages.  They  have  also  what  are  probably  the 
largest  earnings  of  any  large  class  of  skilled  labor  in  the  world. 
Official  returns  of  trainmen's  earnings  in  1916  have  not  yet  been 
filed  by  all  the  railways  with  the  Interstate  Commerce  Commission, 
but  preliminary  tabulations  covering  124  roads,  with  an  operated 
mileage  of  144,000  miles,  indicate  average  annual  earnings  approx- 
imating $1,970  for  enginemen,  $1,200  for  firemen,  $1,700  for  con- 
ductors, and  $1,045  for  other  trainmen.  i 

IV  The  Demand  or  1916 
The  four  brotherhoods  came  together  in  1916  for  a  concerted 
demand  on  the  railways,  their  employers.  Each  of  the  brotherhoods 
had  waged  regional  fights  before;  in  several  cases  two  or  three  of 
the  brotherhoods  had  joined  hands  in  a  regional  fight  for  higher 
rates  of  pay.  But  no  one  brotherhood  had  made  nation-wide  de- 
mands before,  nor  had  the  four  brotherhoods  worked  together  even 
in  regional  demands.  It  was  for  the  first  time,  then,  that  the  four 
brotherhoods  joined  forces  in  1916  and  made  a  concerted  demand  on 
practically  all  railways  of  the  United  States,  on  behalf  of  all  the 
trainmen.    Here,  indeed,  was  an  impressive  demand,  not  only  in- 
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volving  350,000  to  400,000  workers  directly,  but  threatening  to 
throw  out  of  work  perhaps  a  million  other  railway  employes,  who 
would  be  forced  to  quit  their  duties  if  the  trainmen,  failing  to  gain 
their  ends  peaceably,  should  tie  up  railway  operation  by  means 
of  a  strike. 

The  gist  of  their  demand  was  as  follows:  In  road  service,  100 
miles  or  less,  eight  hours  or  less,  shall  constitute  a  day;  overtime 
shall  be  computed  on  a  time-and-one-half  basis,  and  will  begin 
after  eight  hours  on  a  run  of  100  miles  or  less,  or  on  a  longer  run 
when  the  time  on  duty  exceeds  the  miles  run  divided  by  twelve  and 
one  half.  The  eight-hour  day  shall  replace  the  ten-hour  day  in 
yards,  overtime  shall  begin  after  eight  hours,  and  shall  be  computed 
on  a  time-and-one-half  basis. 

On  the  face  of  it,  this  demand  simply  replaces  the  ten-hour  day 
with  an  eight-hour  day,  and  establishes  an  overtime  rate  of  time- 
and-a-half.  As  a  matter  of  fact,  there  are  several  underlying  fea- 
tures that  considerably  affect  the  bearing  of  the  demand.  Notice,  for 
one  thing,  that  the  brotherhoods  do  not  abandon  mileage  as  the 
chief  factor  in  computing  compensation,  but  strengthen  the  time- 
limit  principle  by  increasing  the  speed  basis  from  ten  miles  to 
twelve  and  one  half  miles.  Again,  the  demand  applies  only  to  the 
freight  service,  although  this  is  not  specifically  stated;  for  practi- 
cally all  passenger  wage  schedules  establish  the  basic  day  of  five 
hours.  Still  further,  and  most  important  of  all,  the  demand  recog- 
nises the  exigencies  of  train  operation  by  claiming  overtime  pay  on 
runs  over  100  miles  not  after  eight  hours,  but  after  such  number  of 
hours  as  represents  the  mileage  divided  by  twelve  and  one  half. 
Thus  on  a  run  of  125  miles  overtime  would  not  commence  until 
ten  hours  had  elapsed;  on  a  run  of  140  miles,  eleven  hours  and 
twelve  minutes;  and  so  on.  This  point  is  of  great  significance,  and 
will  be  developed  later. 

The  demand  of  the  trainmen  was  formally  made  in  March, 
1916.  Through  various  stages  negotiations  proceeded  till  they 
landed  both  sides  in  absolute  deadlock.  In  June  of  that  year  the 
brotherhoods  proceeded  to  take  a  "strike  vote,"  or  referendum, 
indicating  the  willingness  or  unwillingness  of  each  individual  train- 
man to  go  on  strike  in  order  to  gain  the  desired  ends.  Under  the 
constitutions  of  three  of  the  brotherhoods  the  leaders  have  no 
authority  to  call  a  strike  unless  and  until  directly  empowered  to  do 
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So  by  referendum  vote  of  two-thirds  of  the  members  involved.  In 
late  July,  1916,  the  result  of  this  vote  was  announced  as  overwhelm- 
ingly in  favor  of  a  strike,  and  negotiations  were  resumed.  These 
again  resulted  in  deadlock,  and  the  President  intervened  to  save 
the  situation,  if  possible,  and  avoid  a  national  railway  tie-up,  with 
all  its  attendant  suffering  and  ruin. 

V  Tax  Adamson  Ekjht-houb  Law 
The  .result  of  the  President's  efforts  is  still  fresh  in  our  minds. 
After  protracted  conferences  with  both  sides,  it  was  discovered  that 
a  secret  strike  order  had  been  issued  by  the  brotherhood  leaders,  ef- 
fective on  Labor  Day.  At  the  President's  behest,  Congress  there- 
upon enacted Jthe  so-called  Adamson  eight-hour  law,  which  was 
approved  on  the  eve  of  the  strike  and  just  in  time  to  stay  it. 

Section  1  of  the  law  provides  that 
sight  hours  ahull,  in  contracts  for  labor  and  service,  be  deemed  a  day's  work  and 
the  measure  or  standard  of  a  day's  work  for  the  purpose  of  reckoning  the  compen- 
sation for  services  of  all  railway  employes    ....     engaged  in  any  capacity 
in  the  operation  of  trains  used  for  the  transportation  of  persona  or  property. 

Section  2  creates  a  commission  of  three,  to  "observe  the  opera- 
tions and  effects  of  the  institution  of  the  eight-hour  standard  work- 
day." 

Section  3  provides 
that  pending  the  report  of  the  commission  ....  and  for  a  period  of  thirty 
days  thereafter  the  compensation  of  railway  employes  subject  to  this  act  .... 
shall  not  be  reduced  below  the  present  standard  day's  wage,  and  for  all  necessary 
time  in  excess  of  eight  hours  such  employes  shall  be  paid  at  a  rate  not  lees  than  the 
pro  rata  rate  for  such  standard  eight-hour  work-day. 

The  provisions  of  the  act  were  made  effective  January  1, 1617. 

VI    Thb  Railways  and  the  Eight-hour  Wobk  Dat 
Certain  specific  reasons  are  given  by  the  railways  for  opposing 
the  principle  of  an  eight-hour  working  day  in  train  operation. 

First.  Passenger  and  freight  trains  are  run  at  all  hours  of  the 
day  and  night.  Trains  that  run  on  a  regular  schedule  must  be 
manned  with  crews,  no  matter  what  hour  of  the  twenty-four  it 
may  be.  Trains  that  do  not  run  on  schedule  are  usually  the  slow 
freight  trains,  handling  local  or  way  freight.     These  are  frequently 
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sidetracked  to  allow  the  passage  of  passenger  trains  and  of  scheduled 
freight  trains;  they  are  necessarily  sandwiched  into  the  train 
dispatcher's  scheme  as  best  he  may  arrange  for  them;  they  are  the 
footballs  of  the  tracks,  and  there  can  be  no  thought  of  running 
them  within  any  regular  time  limits.  Even  through  freight  trains, 
and  sometimes  mixed  passenger  and  freight  trains  as  well,  may 
fall  into  this  same  category.  The  situation  is  further  complicated 
by  the  evident  necessity  of  running  trains  at  varying  rates  of  speed. 
Hence  arises  the  impossibility  of  putting  all  trains  onto  an 
eight-hour  basis,  or  some  trains  even  onto  a  ten-hour  basis.  This 
is  the  principal  railway  argument  against  the  eight-hour  work 
day.  As  we  have  seen,  the  argument  has  a  basis  in  that  provision 
of  the  trainmen's  demand  which,  on  runs  above  100  miles,  defers 
the  payment  of  overtime  as  much  beyond  eight  hours  as  the 
mileage  is  more  than  100.  By  including  such  a  provision  in  their 
demand,  the  trainmen  clearly  recognized  that  the  eight-hour  max- 
imum work-day  is  not  feasible  on  all  runs  or  under  all  conditions. 
3t  Second.  At  most  of  the  railway  terminal  points  towns 
have  sprung  up  and  the  railways  have  expended  millions  in  pur- 
chasing land,  laying  out  freight  yards,  and  building  necessary 
roundhouses,  repair  shops,  freight  depots  and  warehouses.  These 
facilities  have  been  distributed  along  the  line  of  each  road  at  various 
intervals,  which  are  generally  covered  by  the  slower  freight  trains 
in  from  ten  to  twelve  hours.  Now  shorten  the  work  day  to  eight 
hours,  and  you  must  either  move  your  terminals  nearer  together  or 
speed  up  your  trains. 

Third.  The  alternative  of  moving  terminals  closer  together  is 
clearly  out  of  the  question.  Not  only  would  it  cost  billions  in 
money,  but  the  change  would  throw  countless  communities  out  of 
their  line  of  natural  development,  would  disturb  property  values, 
and  in  any  case  would  be  well  nigh  impracticable  as  a  physical  ac- 
complishment. Were  the  railway  network  to  be  constructed  in  the 
future,  or  were  even  now  in  process  of  construction,  the  thing  might 
be  practicable;  with  the  railway  system  already  established  and 
solidified,  however,  this  alternative  is  unthinkable. 

Fourth.  To  speed  up  freight  trains  is  the  other  alternative.  It 
would  require  freight  crews  to  make  their  runs  in  eight  hours  or 
less  instead  of  ten,  or  to  put  it  differently,  to  average  twelve  and 
one-half  miles  an  hour  instead  of  ten  miles.    This  alternative  has 
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been  proposed  by  the  trainmen  themselves  as  a  solution  of  the 
problem,  and  was  in  fact  the  speed  basis  established  by  their  de- 
mand of  1916.  Run  your  freight  trains  a  little  faster,  they  argue, 
cut  down  the  number  of  cars  or  increase  the  engine  power  if  nec- 
essary, but  at  any  rate  increase  your  train  speed. 

Here  is  the  railways'  answer:  All  past  increases  in  cost  of 
capital,  of  materials  and  supplies,  and  of  labor  have  been  neutral- 
ised only  by  increasing  the  efficiency  of  railway  operation.  This 
has  consisted  almost  wholly  in  increasing  the  capacity  of  freight 
ears,  the  number  of  cars  in  a  train,  and  above  all  the  length  and 
weight  of  freight  trains.1  All  these  factors  of  increased  efficiency 
have  served  merely  to  offset  the  increasing  costs  of  operation,  which 
are  indisputable.  They  have  also  served  of  necessity  to  slow  down 
the  normal  rate  of  speed  of  the  long,  heavy  trains,  both  on  the  line 
and  in  terminal  yards. 

Another  advantage  claimed  for  larger  train  loads  is  then- 
favorable  effect  on  the  safety  of  railway  operation;  the  larger  the 
average  train  load,  the  fewer  are  the  trains  required  to  handle  a 
given  amount  of  freight.  This  lowers  the  density  of  traffic,  reduces 
the  chances  of  collision  at  meeting  and  passing  points,  and  increases 
the  margin  of  safety.  This  is  especially  true  where  speed  is  neces- 
sarily reduced  because  of  great  train  weight  and  length. 

Without  dwelling  on  this  point  of  comparative  safety,  it  is 
clear  that  if  increased  physical  efficiency  has  served  to  offset  the 
increasing  costs  of  operation,  then  lowering  that  efficiency  by  de- 
creasing length  of  trains  and  size  of  train  loads  to  secure  increased 
speed  will  mean  increased  operating  costs,  which  in  turn  must  be 
offset  by  increased  revenues.  And  increased  revenues  can  only 
be  had  by  means  of  higher  freight  and  passenger  rate  levels. 

This  brings  us  to  the  kernel  of  the  railway  point  of  view,  and 
to  their  specific  arguments  against  the  eight-hour  work  day.  If  you 
cannot  move  your  terminals,  then  you  must  either  speed  up  your 
trains,  sacrificing  efficiency  and  increasing  your  operating  costs 
thereby,  or  else  you  must  maintain  your  present  operating  condi- 
tions, run  your  freight  trains  ten  hours  or  more  a  day,  and  be  pre- 

1  From  1910  to  1916  average  freight  car  capacity  increased  from  36  tons  to 
40  tons,  number  of  cars  per  freight  train  from  28.3  to  34,  average  train  load  from 
380  tons  to  474  tons,  averse?  tractive  power  per  locomotive  from  27,300  pounds 
to  31,600  pounds. 
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pared  to  pay  an  annual  overtime  bill  variously  estimated  up  to 
sixty  millions.  Long  heavy  trains  unquestionably  require  greater 
running  time  than  lighter  trains;  lower  speed  is  a  part  of  the  price 
paid  for  efficiency;  if,  then,  the  public  demands  operating  efficiency, 
using  the  term  "efficiency"  in  its  physical  sense,  it  must  pay  the 
bill  in  the  shape  of  overtime  payments  to  trainmen;  if,  however, 
the  public  demand  emphasises  the  eight-hour  work  day  feature, 
then  efficiency  must  be  sacrificed  and  the  toll  will  be  higher  operating 
costs  in  the  form  of  a  larger  force  of  trainmen  to  handle  the  traffic. 
To  put  it  differently,  the  one  alternative  will  call  for  more  compen- 
sation to  the  present  operating  force;  the  other  alternative  will  call 
for  a  larger  operating  force,'  the  average  earnings  of  each  member  of 
the  force  remaining  as  at  present.  Both  alternatives  will  increase 
the  aggregate  cost  of  railway  operation. 

VII  The  Effect  of  the  Eight-Hour  Law 
Railway  officials  and  the  trainmen  have  given  considerable 
thought,  and  have  held  a  number  of  conferences,  regarding  the  mean- 
ing of  the  eight-hour  law,  and  the  courts  have  also  been  called  upon 
to  interpret  it.  Discussion  has  centered  on  the  meaning  of  the 
words  of  the  first  section  reading  "eight  hours  shall,  in  contracts 
for  labor  and  service,  be  deemed  a  day's  work  and  the  measure  or 
standard  of  a  day's  work  for  the  purpose  of  reckoning  the  compen- 
sation for  services."  The  whole  situation  hangs  on  this  phrase, 
which  makes  no  mention  of  miles  run,  but  only  of  hours  per  day. 

Some  have  emphasized  the  phrase  "be  deemed  a  (day's  work," 
and  have  argued  that  this  calls  for  an  actual  work  day  of  eight 
hours,  no  more  and  no  less.  They  point  also  ip  the  words  "eight- 
hour  standard  work  day,"  in  the  second  section  as  corroborating 
their  position1.  A  passenger  engineman  or  conductor  who  now 
runs  his  100  miles  in  four  hours  would,  under  this  strict  interpre- 
tation, be  required  to  put  in  another  four  hours  or  be  satisfied  with 
half  a  day's  pay.  If  the  courts  uphold  this  interpretation,  the  rail- 
ways might  be  forced  to  grant  compensatory  privileges  that  would 
neutralize  the  eight-hour  requirement.     They  might,  for  example, 

■  In  this  connection  it  is  significant  that  the  President's  annual  message  to 
Congress,  December  S,  1016,  states  that  by  passing  the  eight-hour  law  Congress 
"established  the  eight  hour  day  as  the  legal  basiso/  work  and  wages  in  train 
service."    The  italics  are  mine, 
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be  forced  to  double  the  rate  of  pay  per  100  miles  in  passenger  service; 
the  engineman  could  then  well  afford  to  stop  at  the  end  of  his  four- 
hour  run,  having  earned  the  equivalent  of  his  former  day's  pay  in 
what  under  the  law  would  technically  be  only  half  a  day. 

Others  have  emphasized  the  phrase  "measure  or  standard  of  a 
day's  work  for  the  purpose  of  reckoning  compensation,"  and  argue 
from  this  the  intention  of  Congress  to  make  eight  hours  the  basic 
pay  day  rather  than  work  day.  This  view  is  strengthened  in  that 
the  act  provides  overtime  pro  rata  for  every  hour  above  eight. 

How  sound  the  varying  interpretations  of  the  eight-hour  law 
may  prove  to  be,  only  the  future  will  show,  and  much  will  depend 
on  the  findings  of  the  commission  of  three  provided  by  the  act  and 
already  constituted  by  the  President  as  follows:  Major  General 
Geo.  W.  Goethals,  TJ.  S.  A.,  chairman;  George  Rublee,  of  the  Fed- 
eral Trade  Commission;  Edgar  E.  Clark,  of  the  Interstate  Com- 
merce Commission.  This  commission  has  a  maximum  of  ten 
months,  or  until  November  1,  1017,  within  which  to  file  its  report, 
and  the  railways  must  hold  to  the  provisions  of  the  act  for  thirty 
days  thereafter.  What  will  then  come  to  pass  is  given  only  to  a 
seer  to  surmise. 

If  the  railways  have  established  their  argument  that  the  eight- 
hour  law  means  increased  operating  costs,  the  final  question  must 
deal  with  the  amount  of  the  increase  and  the  incidence  of  the 


It  is  clear  that  the  public  in  the  last  analysis  pays  the  cost  of 
railway  transportation.  Whether  or  not  a  given  sum  can  be  ab- 
sorbed by  the  railways  for  the  time  being  without  increasing  trans- 
portation rates  is  a  less  important  consideration  than  the  actual 
amount  by  which  such  a  provision  as  the  eight-hour  law  will  in- 
crease railway  expenses.  To  ascertain  this  amount  is  well  nigh 
impossible  until  the  necessary  readjustments  have  been  made.  If 
the  eight-hour  principle  becomes  firmly  established  as  a  factor  in 
train  operation,  it  is  not  unreasonable  to  suppose  that  the  pressure 
of  circumstances  will  gradually  extend  the  same  principle  into 
other  branches  of  railway  operation,  each  extension  bringing  its 
burden  of  increased  cost.  For  the  economic  principle  that  decreased 
hours  of  labor  do  not  necessarily  lead  to  increased  costs  may  or 
may  not  apply  to  the  railway  industry.  Even  if  it  does  prove  ap- 
plicable, it  must  not  be  forgotten  that  the  demand  of  the  railway 
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trainmen  in  1916  for  an  overtime  rate  of  time-and-one-half  is  as  yet 
unappeaaed.  This  feature  of  the  demand,  the  railways  have  es- 
timated, will  add  not  less  than  forty  millions  to  their  annual  wage 
bill.  Thus  the  eight-hour  law  may  prove  but  the  opening  wedge 
to  a  considerable  increase  in  the  future  cost  of  railway  operation. 

VIII    Conclusion 

Two  questions  remain  to  be  answered.  First,  did  the  train- 
men's demand  contemplate  a  real  eight-hour  day,  or  was  it  merely 
a  bid  for  higher  rates  of  pay?  And  second,  what  did  the  eight-hour 
law  give  them? 

As  to  the  first  question,  the  brotherhoods  have  consistently 
claimed  that  their  demand  for  a  so-called  "  punitive"  overtime  rate — 
that  is,  a  rate  so  much  above  the  regular  hourly  rate  that  the  rail- 
ways would  strive  to  avoid  overtime — proved  the  sincerity  of  their 
avowed  desire  for  a  maximum  work  day  of  eight  hours.  In  then- 
journals  they  usually  spoke  of  their  demand  as  one  "for  an  eight- 
hour  work  day,  with  a  penalty  for  overtime  of  time  and  a  half  pay." 
We  have  seen,  however,  that  the  force  of  this  claim  is  weakened  by 
the  provision  in  their  demand  for  deferring  overtime  on  runs  above 
100  miles.  This  provision  is  evidence  that  the  brotherhoods  real- 
ised the  impossibility  of  enforcing  the  eight-hour  principle  on  the 
long  runs.  The  railways  have  just  as  consistently  claimed  that  the 
trainmen  were  seeking  higher  rates  of  pay  rather  than  shorter  hours 
of  work,  and  that  the  principle  of  punitive  overtime  was  inserted 
merely  as  one  element  of  increased  pay.  Knowing  that  the  running 
time  of  trains  could  be  shortened  but  little,  if  at  all,  the  trainmen 
figured  that  the  time-and-a-half  provision  would  increase  then- 
compensation  for  all  the  long  runs. 

The  second  question  concerns  actual  conditions,  that  is,  the 
effect  of  the  eight-hour  law.  To  contrast  what  the  trainmen 
demanded  with  what  the  law  gave  them,  the  main  points  in  each 
may  be  summarized  as  follows: 

The  Demand  The  Law 

1.  Ten  hours' pay  for  eight-hour     1.  Ten  hours' pay  for  eight-hour 

day.  day. 

2.  Time  and  a  half  for  overtime.     2.  Pro  rata  for  overtime  after 

eight  hours. 
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Thus  the  law  gave  them  only  part  of  what  they  sought.  As  the 
matter  now  stands,  by  providing  pro  rata  for  overtime  the  taw  makes 
it  a  matter  of  little  moment  to  the  railways  whether  the  running 
time  of  a  train  is  long  or  short,  provided  only  they  maintain  the 
speed  rate  implied  in  the  law.  Thus  for  a  run  of  125  miles  the  train 
crew  will  receive  one  and  a  quarter  days'  pay,  because  of  the  mileage 
pay  basis,  and  it  makes  little  difference  to  the  railway  whether  the 
day  is  measured  by  eight  hours  or  ten  hours.  If  the  shorter  time, 
then  the  extra  quarter  day's  pay  will  be  for  excess  mileage;  if  the 
longer  time,  it  will  be  for  excess  time.  However  denominated,  the 
amount  actually  paid  for  the  run  will  be  the  same  in  either  case. 

Under  the  eight-hour  law,  every  run  for  which  the  hours  ex- 
ceed eight  by  a  percentage  greater  than  that  by  which  the  length 
of  the  run  exceeds  100  miles,  will  carry  an  increase  of  pay  to  the 
train  crew.  And  the  proportional  increase  will  be  more,  the  greater 
the  percentage  of  hours  above  eight  exceeds  the  percentage  of  miles 
above  100.  This  holds  for  all  cases  where  the  mileage  basis  of  pay 
remains  in  force. 

The  increases  the  eight-hour  law  will  bring  the  men' in  road 
service  will  be  on  those  long  runs  that  cannot  be  completed  within 
the  time  limit  of  miles  divided  by  twelve  and  one-half.1  If  the 
railways  are  correct  in  their  statement  that  the  running  time  of 
these  trains  cannot  be  shortened,  then  the  aggregate  pay  roll  in  the 
slower  freight  service  will  be  considerably  increased.  But,  mark 
you,  this  will  not  be  the  result  of  any  shortening  of  working  hours, 
but  of  an  increase  in  the  basic  hourly  rate  of  pay.  This  confirms 
the  contention  of  the  roads  that  the  demand  of  1916,  and  more 
especially  the  eight-hour  law,  provides  not  a  shorter  basic  work  day 
but  a  shorter  basic  pay  day. 

If  additional  proof  of  this  fact  were  needed,  it  is  furnished 
by  comparing  the  language  of  the  sixteen-hour  law  and  telegraphers' 
nine-hour  law  of  1907,  with  the  so-called  "eight-hour"  law  of  1916. 
The  hours  of  service  act  of  March  4, 1907,  made  it  unlawful  for  any 
railway  "to  require  or  permit"  employes  engaged  in  train  operation 
to  remain  on  duty  longer  than  sixteen  hours ;  similarly,  it  provided 
that  no  telegraph  or  telephone  operator  connected  with  the  move- 
ment of  trains  "shall  be  required  or  permitted"  to  remain  on  duty 

■There  ie  some  question  whether  the  law  applies  to  yard  and  work  service, 
where  the  time  basin  of  payment  usually  holds. 
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longer  than  nine  hours.  In  both  oases  there  is  a  distinct  prohibition 
of  longer  hours  than  the  sixteen  and  nine  respectively  prescribed.  In 
the  case  of  the  "eight-hour  law"  of  1916,  however,  there  is  no  such 
prohibition.  The  provision  simply  is  that  "eight  hours  shall  be 
deemed  a  day's  work,"  and  by  fixing  overtime  rates  of  pay  the  law 
clearly  indicates  the  belief  of  its  framers  that  overtime  work  is  not 
only  necessary,  but  to  be  expected. 

If,  then,  the  Adamson  eight-hour  law  does  not  ipso  facto  pro- 
vide an  eight-hour  working  day,  and  if  the  principal  result  of  the 
law  will  be,  as  we  have  seen,  to  increase  either  the  number  of  em- 
ployes or  the  amount  of  overtime  payments,  then  it  follows  that 
the  effect  of  the  law  will  be  essentially  to  increase  the  aggregate  of 
railway  wages. 
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THE  CASE  OF  RAILROAD  EMPLOYES  FOR  AN  EIGHT- 
HOUR  DAY 

By  W.  Jirrr  Latjck, 
Washington,  D.  C. 

Any  discussion  of  the  eight-hour  day  for  transportation  workers 
is  now  limited  to  a  presentation  of  the  opposing  points  of  view. 
Data  are  not  available  upon  which  to  base  a  conclusive  verdict  as 
to  the  merits  of  the  practical  phases  of  the  controversy.  To  a 
large  extent,  a  discussion  of  the  matter  is  at  the  present  time,  as 
President  Wilson  has  stated,  "an  adventure  in  conjecture."  It 
was  for  this  reason  that  he  recommended  the  establishment  of  a 
commission  to  gather  the  facts  bearing  upon  an  eight-hour  working 
day  in  the  railroad  service  before  the  actual  adoption  of  such  a  work- 
ing basis  for  railway  operations. 

There  can  be  little  dispute  as  to  the  desirability  of  having  a 
shorter  work  day  in  the  transportation  industry  and  other  branches 
of  industrial  activity.  During  the  year  and  a  half  of  ceaseless  con- 
troversy which  has  characterized  the  current  movement  for  an 
eight-hour  day  for  transportation  workers,  railroad  officials  have 
not  attacked  the  fundamental  principle  involved.  All  their  opposi- 
tion has  been  centered  upon  the  practical  aspects  of  the  matter. 
Their  argument  has  been  that  from  the  technical  standpoint  of 
railway  operation  the  shorter  work  day  cannot  be  adopted  if  the 
present  efficiency  and  earnings  of  the  railroads  are  to  be  maintained. 
This  is  another  way  of  saying  that  on  the  present  basis  of  railway 
earnings  the  companies  cannot  afford  to  meet  the  alleged  increase  in 
operating  costs  which  would  follow  the  establishment  of  the  rule 
that  eight  hours  should  constitute  a  day's  work. 

The  real  opposition  is  one  of  expense.  How  large  or  how  small 
the  additional  expenditure  may  be,  do  one  knows.  If  the  facts 
have  been  compiled,  they  have  not  been  made  available.  They 
cannot  be  obtained  from  the  data  in  the  published  reports  of  the 
railroads  or  those  which  are  filed  at  the  Interstate  Commerce 
Commission.  The  results  of  the  work  of  the  eight-hour  commission 
must  be  awaited  before  any  satisfactory  light  can  be  secured  upon 
13 
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this  fundamental  point  in  the  controversy.  Stated  in  its  practical 
form  the  questions  as  to  an  eight-hour  day,  therefore,  are:  What 
will  the  adoption  of  an  eight-hour  day  by  the  railroads  cost?  Does 
the  public  consider  the  railroads  able  to  pay  for  an  eight-hour  day? 
If  not,  does  the  public  so  believe  in  the  principle  that  it  is  willing  to 
pay  for  it  if  any  payment  in  the  form  of  increased  freight  and  pas- 
senger rates  is  necessary? 

The  railroad  employes  have  a  firm  conviction  as  to  the  fairness 
and  justice  of  their  request  for  an  eight-hour  day.  From  the  stand- 
point of  the  employes  in  freight  train  service,  the  fundamental  need 
for  an  eight-hour  day  is  based  on  the  fact  that  working  conditions 
have  reached  a  stage  where  they  are  practically  unendurable. 
Under  the  beBt  conditions,  the  requirements  of  railway  service  are 
very  onerous.  Train  and  engine  employes  are  subject  to  callB  for 
duty  at  all  hours  of  the  day  and  night;  a  large  part  of  their  lime 
must  be  spent  in  terminals  away  from  their  homes  and  families; 
in  their  work,  the  normal  danger  of  accident  or  death  is  very  great; 
they  constantly  bear  heavy  responsibilities  for  the  safe  handling 
of  lives  and  valuable  property  entrusted  to  their  care. 

These  conditions  of  employment  are  quite  different  from  any 
which  prevail  among  workers  in  mines,  the  manufacturing  indus- 
tries or  among  skilled  artisans.  They  are  necessarily  incidental, 
however,  to  the  operation  of  trains.  Engine  and  train  crews  expect 
to  meet  these  conditions  when  they  accept  work.  When  to  these 
more  or  less  natural  conditions  of  employment,  however,  there  have 
been  added  arduous  labor  and  heavy  responsibilities  arising  from 
the  desire  of  the  railway  managements  to  secure  larger  revenues, 
the  situation  has  become  one  against  which  they  find  it  absolutely 
necessary  to  enter  a  protest. 

During  recent  years,  railway  operating  officials  have  constantly 
striven  to  secure  greater  efficiency  or,  stated  in  other  words,  have 
attempted  to  lower  the  costs  of  operation  by  adding  to  the  length 
and  tonnage  of  freight  trains.  The  development  of  heavier  freight 
tram  loads  and  larger  freight  train  earnings  per  mile  has  been  the 
goal  of  all  railway  operating  officials.  Engines  of  greater  and 
greater  tractive  power  have  been  installed,  freight  cars  of  constantly 
increasing  capacity  have  been  built,  the  number  of  cars  in  trains 
has  been  increased,  the  roadbed  has  been  strengthened,  heavier 
rails  laid,  new  bridges  constructed,  grades  reduced  and  curves  elim- 
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inated, — all  for  the  purpose  of  getting  heavier  trains  over  the  roads 
with  the  object  in  mind  of  reducing  operating  costs.  Railway 
officials  discovered  that  it  was  cheaper  in  many  instances  to  load  the 
engines  to  the  limit — to  the  point  where  they  could  only  drag  the 
trains  over  a  division  at  a  very  slow  speed — than  it  was  to  send  two 
trains  of  half  the  weight  over  the  division  in  a  shorter  space  of  time. 
Although  some  overtime  must  needs  be  paid  to  the  enginemen  and 
trainmen,  the  railroad  experts  estimated  that  it  would  be  cheaper 
to  pay  this  for  the  heavier  trains  than  it  would  be  to  have  to  meet 
the  wages  of  two  crews  for  the  lighter  trains. 

The  general  purpose  of  curtailing  operating  expenses  and  in- 
creasing profits,  in  its  bearing  upon  the  well-being  of  employes,  was 
commendable  if  it  had  been  kept  within  proper  bounds.  But  the 
so-called  "tonnage  craze"  was  pressed  forward  to  such  an  extent 
that  railway  workers  believe  they  have  become  its  victims.  The 
factor  of  speed  in  moving  trains  was  eliminated  by  railroad  officials 
and  working  conditions  quickly  reached  a  stage  which  employes 
declared  intolerable.  Slower  speed  meant  that  a  longer  time  was 
required  for  a  train  to  pass  from  one  terminal  to  another.  Engine 
and  train  crews  which  had  formerly  been  paid  on  a  mileage  basis 
were  practically  confined  to  an  hourly  basis  of  compensation  and 
the  opportunity  for  increasing  their  earnings  was  curtailed.  They 
received  compensation  for  time  worked  in  excess  of  ten  hours,  but 
the  physical  disadvantages  of  being  so  long  on  duty,  not  to  men- 
tion the  unsatisfactory  conditions  arising  from  being  absent  from 
home  for  such  extended  periods,  far  exceeded  any  pecuniary  con- 
siderations. With  such  conditions  of  employment  railroad  em- 
ployes were  forced  to  request  a  shorter  working  day. 

The  excessive  hours  of  labor  to  which  engine  and  train  crews 
have  been  subjected  in  recent  years  may  be  quickly  shown  by  a  few 
statements  from  official  sources.  According  to  the  sworn  state- 
ments of  the  railroads  in  a  recent  wage  arbitration  case,  out  of 
each  thousand  engineers  and  firemen  employed  by  the  western 
railroads  in  freight  service  in  October,  1913,  eight  hundred  and 
seventy-seven  had  a  working  day  of  more  than  ten  hours,  three 
hundred  and  forty-seven  more  than  twelve  hours,  one  hundred  and 
eighty-one  worked  thirteen  hours  or  more,  seventy-two  worked 
fourteen  hours  or  longer,  and  thirty  out  of  each  thousand  employed 
averaged  fifteen  hours  or  longer  a  day.     In  through  or  irregular 
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freight  service  alone,  35  per  cent,  and  in  local  or  way  freight  service, 
54  per  cent  of  the  engineers  and  firemen  averaged  twelve  hours  or 
longer  each  day.  On  certain  divisions  of  some  of  the  western  rail- 
roads, the  normal  working  hours  were  even  in  excess  of  these 
averages.1 

As  to  the  eastern  operating  district,  the  railroads  in  1913,  dur- 
ing the  course  of  arbitrations  with  their  eastern  employes,  submitted 
exhibits  which  showed  for  October,  1012,  firemen  and  other  em- 
ployes in  slow  freight  service  were  on  duty  on  an  average  for  all 
roads,  eleven  hours  and  forty  minutes.  In  the  case  of  some  rail- 
roads, the  average  lime  on  duty  each  day  was  more  than  fourteen 
and  fifteen  hours.  In  local  freight  work  and  wreck  train  service, 
the  average  daily  working  time  of  engine  and  train  crews  in  eastern 
territory  was  more  than  twelve  hours.1 

Engine  and  train  employes  do  not  deny  that  through  direct 
negotiations  with  the  railroads,  or  by  mediation  and  arbitration 
proceedings,  they  have,  during  recent  years,  secured  advances  in 
their  rates  of  pay.  On  the  other  hand,  they  do  not  concede  that 
advances  in  operating  costs  of  the  railroads  have  been  primarily 
due  to  added  outlays  to  transportation  employes.  Train  and  en- 
gine crews,  they  claim,  have  given  to  the  transportation  companies 
more  than  they  have  received  in  increased  rates  of  pay.  This  fact 
is  clearly  shown,  they  declare,  by  the  reports  of  the  railroads  them- 
selves to  their  stockholders  and  to  the  Interstate  Commerce  Com- 
mission. Although  engineers,  firemen,  conductors  and  trainmen 
have  received  advances  in  rates  of  pay  during  recent  years,  they 
have  had  to  work  harder,  and  have  handled  more  traffic  each  year 
for  each  dollar  of  additional  compensation  received. 

Transportation  employes  are  piece-workers.  They  are  en- 
gaged in  handling  freight  and  passenger  traffic.  The  requirement 
for  a  standard  day's  work  is  to  haul  so  many  tons  of  freight  or  so 
many  passengers  100  miles.  If  the  weight  of  a  freight  train  is  in- 
creased the  cost  to  the  railroads  for  labor  in  handling  each  ton  of 
freight  100  miles  is  less. 

The  growth  in  weight  of  freight  trains  has  been  more  rapid  than 

■Arbitration — Western  Railroads  and  Brotherhoods  of  Locomotive  Engineers 
and  Firemen  1014-1915.     Railroad  Exhibit  No.  29. 

'Arbitration — Eastern  Railroads  and  Brotherhoods  of  Conductors  and  Train- 
men 1913.     Railroad  Exhibits  Noa.  9,  10. 
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the  advances  in  rates  of  pay  to  transportation  employes.  Engine 
and  train  crews  have  transported  proportionately  a  greater  volume 
of  freight  than  they  have  received  increases  in  wages.  As  a  con- 
sequence, the  labor  cost  to  the  railroads  of  engine  and  train  crews 
has  decreased.. 

During  the  course  of  the  recent  arbitration  between  the  western 
railroads  and  their  engineers  and  firemen,  it  was  shown  that  the 
proportion  of  total  operating  expenses  arising  from  payments  to 
transportation  employes  was  14  per  cent  less  in  1913  than  in  1800. 
In  1013  it  was  also  shown  that  wage  payments  to  transportation 
employes  required  only  nineteen  cents  out  of  each  dollar  of  revenue 
earned  by  western  railroads  as  compared  with  twenty-one  cents  out 
of  each  dollar  of  revenue  in  1890.  When  considered  on  the  basis 
of  freight  tonnage,  it  was  found  that  it  cost  the  railroads  for  wages 
to  locomotive  engineers  and  firemen  sixty-five  cents  for  each  1,000 
tons  carried  one  mile  in  1890,  while,  in  1913,  engineers  and  firemen 
transported  1,000  tons  one  mile  for  only  thirty-three  cents,  a  de- 
crease in  cost  to  the  railroads,  for  these  employes  alone,  during  this 
period  of  slightly  more  than  50  per  cent.  It  was  also  shown  further 
by  exhibits  submitted  during  the  western  arbitration  that  during 
the  more  recent  period,  1900-1913,  the  cost  to  the  transportation 
companies  for  wages  of  engineers  and  firemen  decreased  12  per  cent 
for  each  1,000  tons  of  freight  hauled  one  mile.1 

The  latest  reports  filed  at  the  Interstate  Commerce  Commission 
also  bear  out  these  statements.  .  If  all  the  railroads  of  the  United 
States — including  the  best  and  the  worst,  the  prosperous  and  the 
insolvent — be  grouped  together  as  one  operating  system,  their  re- 
ports to  the  Interstate  Commerce  Commission  show  that  in  1914  it 
cost  them  in  wages  of  engineers  and  firemen  only  31.1  cents  to  trans- 
port 1,000  tons  of  freight  one  mile,  as  compared  with  42.7  cents 
in  1895.  In  other  words,  during  the  past  twenty  years,  the  cost  to 
the  railroads  in  wages  of  engine  crews  for  hauling  freight  declined 
more  than  27  per  cent.  The  reduction  by  geographical  districts 
may  be  quickly  seen  from  the  accompanying  statement. 

From  a  technical  standpoint,  the  employes  assert  that  the 

eight-hour  day  is  practicable  because  it  already  is  in  successful 

operation  on  a  considerable  proportion  of  the  railways  in  the  United 

•Arbitration — Western  Railroads  and  Brotherhood*  of  Locomotive  Engineers 

a  MH4--1916.     Employe*  Exhibits  Nob.  31,  32,  33. 
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States.  Locomotive  engineers  now  have  an  eight-hour  day  in 
through  freight  service  on  56  per  cent,  and  locomotive  firemen  on 
20  per  cent  of  the  railroad  mileage  of  the  South.  In  this  territory 
west  of  the  Mississippi,  about  5  per  cent  of  the  total  number  of 
miles  of  road  operated  have  an  eight-hour  day  for  engineers  and 
3  per  cent  have  the  same  working  day  for  firemen. 

As  to  the  cost  of  an  eight-hour  day  under  a  strict  application 
of  the  eight-hour  day  principle  to  railroad  operations,  it  would  be 
necessary  in  many  instances  for  the  railroads  either  to  shorten  the 
distance  between  terminals  or  to  reduce  their  freight  train  loads  so 
as  to  be  able  to  maintain  a  speed  basis  of  twelve  and  one-half  miles 
an  hour  or  a  hundred  miles  in  eight  hours.  Either  of  these  measures, 
when  necessary,  would  add  to  the  cost  of  railway  operations.  Ac- 
cording to  the  original  requests  of  the  transportation  employes, 
however,  no  costly  terminal  changes  would  be  necessary.  It  was 
acknowledged  by  the  employes  that  it  would  be  impracticable  to 
compel  railroads  to  change  their  division  points  so  that  each  and 
every  division  should  be  100  miles  apart.  Special  provision  was 
made  in  the  first  article  of  the  requests  of  employes  that  so  long  as 
the  mileage  of  an  engine  or  train  crew  was  equivalent  to  or  exceeded 
twelve  and  one-half  miles  an  hour,  there  would  be  no  increased 
compensation  to  employes  for  overtime.  If  terminals  were  150 
miles  apart,  for  example,  the  railroads  would  escape  all  overtime 
penalty  if  they  did  not  keep  their  engine  and  train  employes  on  duty 
longer  than  twelve  hours. 

An  eight-hour  day  in  passenger  service,  the  employes  contend, 
would  not  cost  the  railroads  a  single  dollar,  because  the  daily  mini- 
mum of  a  100  miles  is  accomplished  in  less  than  eight  hours.  Dur- 
ing the  recent  arbitration  case  between  western  railroads  and  their 
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s  and  firemen,  the  railroads  presented  elaborate  statements 
based  on  their  official  train  sheets  and  other  records  for  the  month 
of  October,  1913,  which  was  one  of  the  busiest  months  in  railroad 
history  during  the  past  fifteen  years.  This  exhibit  showed  that 
the  average  time  of  78  per  cent  of  through  or  irregular  freight  service 
on  all  railroads  west  of  the  Mississippi  River  in  October,  1913, 
between  terminals  112  miles  apart  was  eight  hours  and  twenty-four 
minutes.  Transportation  employes,  therefore,  in  almost  four-fifths 
of  the  through  or  irregular  freight  service  in  the  West,  which  con- 
stitutes about  three-fifths  of  all  freight  train  mileage,  do  produce 
their  100  miles,  the  standard  for  a  day's  pay,  within  seven  hours. 
It  would  follow,  according  to  these  sworn  statements  of  the  railroads, 
that  on  slightly  less  than  half  of  the  freight  traffic  of  the  West  the 
adoption  of  the  eight-hour  day  would  require  no  additional  labor 
outlay.  The  remaining  22  per  cent,  or  slightly  more  than  one-fifth 
of  the  total  through  freight  trains,  accomplished  their  runs  at  a 
speed  of  less  than  ten  miles  an  hour,  and  were  twelve  hours  and 
eighteen  minutes  between  terminals  102  miles  apart,  or  would  re- 
quire twelve  hours  between  terminals  100  miles  distant  from  each 
other.  Additional  outlay  would,  therefore,  probably  be  required 
for  the  adoption  of  an  eight-hour  day  on  only  one-fifth  of  the 
through  freight  service  in  the  West.  No  overtime  at  an  advance 
of  50  per  cent  over  regular  rates,  however,  would  be  paid  unless  the 
railroads  found  such  overtime  payments  to  be  profitable.  The 
traffic  could  be  sent  over  the  heavy  divisions  in  lighter  trains,  which 
would  make  a  speed  of  twelve  and  one-half  miles  an  hour.  Under 
any  change  in  operating  conditions  which  might  be  made,  only  7 
per  cent  of  the  total  pay  roll  would  be  affected  for  the  reason  that 
through  or  irregular  freight  train  mileage  constitutes  only  32  per 
cent  of  the  total  train  mileage  of  the  West  and  only  22  per  cent  of 
this  proportion  would  involve  a  longer  working  day  than  eight  hours. 
In  the  case  of  local  or  way  freight,  and  in  construction  or  work 
train  branches  of  the  service,  it  was  also  shown,  by  exhibits  presented 
in  the  western  arbitration  already  referred  to,  that  about  30  per  cent 
of  the  local  freight  trains  in  the  West  accomplished  their  runs  at  a 
speed  greater  than  ten  miles  an  hour.  Approximately  70  per  cent 
of  the  local  freight  traffic,  therefore,  is  handled  in  the  West  by  engine 
and  train  crews  which  work  longer  than  eight  hours  each  day.  But 
local  or  way  freight  train  mileage  in  the  West  constitutes  only  about 
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12  per  cent  of  total  train  mileage,  and  as  only  70  per  oent  of  this 
would  be  below  the  speed  of  twelve  and  one-half  miles  an  hour,  only 
8  per  cent  of  the  aggregate  wage  outlays  for  employes  engaged  in 
handling  trains  would  be  affected  by  an  eight-hour  day. 

In  the  case  of  yardmen,  switchmen  and  hostlers,  who  have  a 
definite  working  day  of  ten  hours  or  more,  it  is  true  that  it  would  be 
necessary  to  reduce  the  working  day  arbitrarily,  and  the  railroads 
would  face  a  theoretical  decrease  of  from  10  to  20  per  cent  in  hours 
of  service.  Manifestly,  there  would  be  no  overtime  penalty  pay- 
ments, however,  for  work  necessary  beyond  eight  hours  a  day  would 
be  done  by  additional  shifts.4 

These  illustrations  from  western  operating  experiences,  the 
employes  assert,  are  representative  of  operating  conditions  in  the 
country  as  a  whole.  In  the  East  the  proportion  of  freight  trains 
which  operate  at  a  speed  less  than  ten  miles  an  hour  is  greater  than 
in  the  West,  because  of  greater  volume  and  density  of  eastern  traffic, 
and  the  kind  of  commodities  transported.  In  the  southeastern 
states,  the  proportion  of  freight  train  mileage  made  on  a  speed  basis 
greater  than  ten  miles  would  be  greater  than  in  the  West.  The 
general  average  of  the  country  as  a  whole  would,  therefore,  corre- 
spond approximately  to  the  western  situation  and  would  indicate 
that  the  financial  aspects  of  the  requests  for  an  eight-hour  working 
day  need  not  cause  serious  apprehension.  Even  should  an  added 
outlay  be  required,  this  does  not  imply  that  the  public  would  have 
to  pay  the  additional  cost  in  the  form  of  higher  freight  rates. 

The  matter  of  increased  passenger  and  freight  rates  is  one  which, 
in  the  opinion  of  employes,  must  needs  be  adjusted  between  the 
railroads  and  the  public.  There  are  two  inquiries  in  this  connection 
which  the  public  has  a  right  to  make  and  relative  to  which  it  should 
be  able  to  expect  explicit  and  satisfactory  replies.  In  the  first  place, 
iB  there  any  reason  to  believe  that  the  prosperity  which  the  railroads 
are  now  enjoying,  will  not  continue?  It  is  a  well-known  fact  that 
the  gross  and  net  earnings  of  the  railroad  companies  are  now  larger 
than  they  have  ever  been  in  their  history.  After  the  temporary 
breakdown  at  the  opening  of  the  great  European  conflict,  the  war 
orders  for  ammunition  and  supplies  gave  the  first  revivifying  im- 
pulse to  traffic.    This  was  followed,  however,  by  an  expansion  of 

' Arbitration — Western  Railroads  and  Brotherhoods  of  Locomotive  Engineers 
and  Firemen.    Railroad  Exhibit  No.  10. 
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domestic  trade  and  industry  which  will  continue,  according  to  the 
best  authorities,  after  the  present  foreign  war  has  terminated. 
Moreover,  the  unusual  traffic  and  profits  of  war  orders  will  un- 
doubtedly remain  for  some  time  in  the  future.  The  verdict  of  those 
who  conservatively  pass  upon  such  matters  is  that  for  several  years 
to  come  the  extraordinary  profits  arising  from  the  transportation  of 
war  materials  as  well  as  the  large  gains  springing  from  the  activity  of 
permanent  trade  and  industry,  will  steadily  continue.  It  is  incum- 
bent upon  the  railroads,  therefore,  to  show  cause  why  these  tre- 
mendous increases  in  net  revenue  are  not  sufficient  to  cover,  without 
an  advance  in  freight  rates,  whatever  cost  may  attach  to  the  adop- 
tion of  an  eight-hour  day,  as  well  as  leave  a  surplus  available  for  a 
liberal  return  on  old  or  new  capital  investment. 

It  is  also  a  well-known  fact,  the  employes  assert,  that  had  the 
financial  administration  of  the  railroads  in  past  years  been  efficient 
and  proper,  the  financial  status  of  the  transportation  industry 
would  now  be  all  that  could  be  desired.  Hundreds  of  millions  of 
dollars,  which  have  been  dissipated  by  indefensible  methods  in 
past  years,  would  now  be  available.  Many  more  millions  of  dol- 
lars, which  each  year  are  taken  from  operating  revenues  and 
disbursed  as  dividends  and  interest  charges  on  fictitious  stocks 
and  bonds,  could,  it  is  stated,  also  have  been  used  for  the  benefit 
of  employee,  stockholders  and  patrons,  if  the  railroad  companies 
had  been  properly  managed  in  former  years.  As  it  is,  many 
state  governments  have  already  passed  legislation  requiring  security 
issues,  reorganisations,  and  consolidations  of  the  railroads  to  be 
passed  upon  by  public  utility  commissions.  Similar  legislation  is 
pending  in  Congress  and  is  now  being  considered  by  a  joint  com- 
mittee. With  the  general  application  of  such  legislation  as  well  as 
other  like  proposals,  there  will  be  assurance  as  to  the  actual  invest- 
ment in  railroad  property  and  a  more  equitable  distribution  of 
earnings.  Under  these  conditions,  revenues  may  be  adequate  to 
meet  any  increased  operating  costs,  and  provide  new  capital  without 
recourse  to  an  advance  in  freight  charges.  At  any  rate,  if  the 
public  should  deem  it  wise  to  authorise  advances  in  rates,  they 
could  have  the  assurance  that  the  proceeds  would  be  used  for  the 
purpose  intended. 

The  employes  claim  that  their  attitude  in  requesting  an  eight- 
hour  day  is  thoroughly  consistent  with  their  previous  arguments 
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for  higher  rates  of  pay.  Although  they  have  received  some  wage 
advances,  their  contention  is  that  they  have  by  no  means  had  a 
fair  share  in  the  revenue  gains  arising  from  their  increased  produc- 
tivity. To  the  extent  to  which  the  railroads  may  find  it  necessary  to 
reduce  train  loads  in  order  to  maintain  a  speed  of  twelve  and  one- 
half  miles  an  hour,  or  an  eight-hour  day,  it  is  claimed  there  will 
be  earnings  remaining  arising  from  the  increased  work  and  pro- 
ductivity of  transportation  employes  in  the  past,  sufficient  to  com- 
pensate fully  the  railroads  for  any  difference  in  labor  costs.  They 
request  a  share  in  past  gains  in  productive  efficiency  for  which  they 
claim  they  have  not  been  remunerated — a  share  not  in  actual 
money,  but  in  terms  of  shorter  hours  or  of  improved  working  con- 
ditions and  general  well-being. 
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ISSUES  IN  THE  STREET  RAILWAY  STRIKE  IN 
NEW  YORK  CITY 

By  Robbrt  W.  Btuiima, 

New  York  City. 

The  issues  in  the  street  railway  strike  in  New  York  City  are 
so  many  and  complex  that  it  is  impossible  to  define  them  in  the 
limited  space  of  an  editorial  article.  On  the  one  side  stand  the 
questions  of  trade  union  policy  raised  by  the  conduct  of  the  strike 
by  the  Amalgamated  Association  of  Street  and  Electric  Railway 
Employes;  on  the  other,  the  questions  of  business  administration 
in  relation  to  labor  raised  by  the  action  of  the  owners  and  officers 
of  the  New  York  transportation  companies.  In  addition  to  these 
general  questions  there  are  the  issues  raised  by  the  creation  by  the 
companies  of  the  "within-the  family"  brotherhood  and  the  intro- 
duction of  the  individual  agreement  as  weapons  against  the  inde- 
pendent organization  of  the  employes  as  represented  by  the  Amal- 
gamated. Beyond  all  these  are  the  questions  raised  by  the  whole- 
sale introduction  of  strike-breakers  recruited  from  all  parts  of  the 
country  to  decide  a  local  issue  and  the  use  of  the  police  to  protect 
these  strike-breakers  against  the  interests  of  strikers  who  are 
citizens  of  the  municipality.  The  issue  raised  by  the  individual 
agreement  is  the  one  which  has  apparently  attracted  most  general 
attention,  and  for  this  reason  this  agreement  is  given  in  full  in  the 
footnote.1 

'Working  Agrebhxnt 

1st.  The  Interborough  Rapid  Transit  Company  employs  the  undersigned 
for  the  wages  and  hours  set  forth  on  the  annexed  schedule  in  the  Subway  until 
the  beginning  of  Initial  Operation  as  denned  in  Subway  Contract  No.  3  or  on  the 
Elevated,  until  the  beginning  of  operation  of  any  part  of  the  Railroads  as  defined 
in  the  Elevated  Railroad  Certificate  and  (provided  the  Public  Service  Commis- 
sion shall  approve  when  such  operation  shall  begin)  until  August  31st,  1018. 

2nd.  The  undersigned  agrees  to  work  for  the  Company  in  such  positions  as 
may  be  assigned  to  him  from  time  to  time  (provided  there  shall  be  no  reduction 
hi  position  except  for  good  cause)  for  such  wages  and  hours  for  such  periods. 

3rd,  It  is  further  agreed  that  if  the  Company  shall  increase  the  wages  or 
23 
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Important  as  all  these  matters  are,  they  are  after  all  sub- 
sidiary to  the  one  preeminent  issue  raised  by  the  strike, — namely 
the  right  of  the  public  to  a  determining  voice  in  the  adjustment  of 
industrial  disputes,  especially  when  they  involve  a  major  public 
utility.  For  the  most  significant  fact  in  this  strike  is  that  an  agree- 
ment underwritten  by  the  mayor  and  by  the  chairman  of  the  Public 
Service  Commission  crumbled  into  dust  under  pressure  of  the  first 
serious  dispute  that  arose  between  the  two  parties  at  interest. 

Early  in  August,  the  Amalgamated  Association  of  Street  and 
Electric  Railway  Employes  demonstrated  its  hold  upon  the  em- 
ployes of  the  New  York  Railways  Company,  which  operates  most 
of  the  city's  surface  lines,  by  success  in  tying  up  traffic  on  these 
thoroughfares.  Immediately,  Mayor  John  Purroy  Mitchel  and 
Chairman  Oscar  Straus  of  the  Public  Service  Commission  inter- 
vened in  behalf  of  the  discommoded  public,  and  by  a  series  of  con- 
ferences with  representatives  of  the  two  sides,  succeeded  in  obtain- 
ing the  signatures  of  these  representatives  to  an  agreement.  This 
agreement,  bearing  date  of  August  6,  1916,  provided  as  follows: 

1.  The  employee  have  the  legal  and  moral  right  to  organise,  and  the  company 
pledgee  that  they  will  not  interfere  with  the  employee  in  their  exercising  of  these 
rights  to  organise,  either  by  intimidation,  coercion  or  discharge,  nor  shall  the 
employes  undertake  to  interfere  with  other  employee  in  their  exercising  of  their 
rights  to  decline  to  organise,  either  by  intimidation  or  coercion. 

2.  The  company  will  receive  and  treat  with  a  committee  of  the  employes 
upon  any  and  all  questions  that  may  arise  between  them.  This  committee  to 
select  such  spokesmen  or  advisers  as  they  may  choose  to  represent  them,  without 
any  objection  on  the  part  of  the  company,  and  the  company  will  in  no  way 

change  the  hours  set  forth  on  the  schedule,  the  undersigned  shall  have  the  benefit 
of  such  increase  or  change  notwithstanding  this  agreement  to  the  contrary. 

4th.  If,  after  five  yean'  service  in  any  one  class,  for  physical  causes  beyond 
the  control  of  the  undersigned,  he  shall  be  assigned  to  a  lower  position,  he  shall 
then  receive  at  least  the  low  rate  wages  on  the  schedule  of  the  class  from  which 
he  is  transferred. 

Dated  New  York  City,  1916 

INTERBOROUaH  RAPID  TRANSIT  COMPANY. 

Br  Fbahk  Hbdlbt, 
Vice-President  ft  General  Manager. 
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interfere  with  the  selection  of  the  committees  of  employes,  it  being  understood 
that  If  the  committee  shall  select  to  represent  it  the  officers  or  other  representatives 
of  any  particular  organisation,  their  appearance  on  behalf  of  the  committee  shall 
not  be  deemed  a  recognition  on  the  part  of  the  company  of  the  organisations  of 
which  they  an  the  officers  or  representatives . 

8.  That  the  question  of  wages  and  working  conditions  between  the  employes 
and  the  company  shall  be  taken  up  by  and  through  a  committee  of  employes 
with  the  officials  of  the  company  on  a  date  to  be  agreed  upon  between  them — 
such  date  not  to  be  later  than  the  20th  day  of  August,  1916. 

The  committee  and  the  company  in  conference  shall  attempt  to  reach  a 
satisfactory  Battlement  upon  all  questions  of  wages  and  working  conditions,  and 
upon  such  points  as  they  may  fail  to  reach  an  agreement  they  shall  submit  to  a 
board  of  arbitrators — the  board  of  arbitrators  to  be  composed  of  three  disinter- 
ested persons,  one  to  be  selected  by  the  officials  of  the  company,  one  to  be  selected 
by  the  committee  representing  the  employes,  and  these  two  arbitrators  to  select 
the  third. 

Both  sides  to  be  given  full  opportunity  to  present  all  evidence  and  argument 
in  connection  with  their  points  submitted  to  arbitration,  and  the  award  of  the 
majority  of  the  arbitrators,  in  writing,  shall  be  final  and  binding. 

It  is  also  agreed  that  all  disputes  that  may  arise  between  the  company  and 
the  employee  in  the  future,  on  which  they  cannot  mutually  agree,  shall  be  sub- 
mitted to  arbitration  as  herein  provided. 

4.  In  the  interest  of  public  safety  and  public  service,  the  company  wants  it 
clearly  understood  that  the  direction  and  control  of  employee  in  all  matters 
looking  to  efficiency  in  the  service  remains  with  the  company  and  is  not  to  be  the 
subject  of  conference  or  arbitration,  but  if  a  dispute  should  arise  as  to  whether 
a  particular  case  falls  within  the  above  class,  that  question  shall  be  subject  to 
conference  and  arbitration  as  above  provided  for. 

G.  If  the  above  is  agreed  to  and  accepted,  it  ia  further  agreed  that  the  em- 
ployes shall  declare  off  the  strike  and  return  to  work  immediately,  in  the  posi- 
tions they  occupied  prior  to  the  time  of  going  on  strike,  without  prejudice. 

This  agreement  to  be  underwritten  by  his  Honor,  Mayor  MitcheL  and  by 
the  Honorable  Oscar  S.  Straus,  chairman  of  the  Public  Service  Commission  for 
the  first  district. 

This  is  the  agreement  as  accepted  by  the  company,  acquiesced 
in  by  the  representatives  of  the  men,  ratified  by  the  men,  and 
underwritten  by  Mayor  Mitchel  and  Chairman  Straus.  On  August 
30,  Mr.  Hedley,  manager  of  the  New  York  Railways  Company  and 
of  the  Interborough  Company,  which  operates  the  subway  and 
'elevated  lines,  informed  Mr.  Fitzgerald,  organiser  of  the  Amalga- 
mated, and  his  associates,  that 

as  the  same  men  governed  the  policies  of  the  Interborough  aa  governed  the 
policies  of  the  Railways  Company,  they  might  proceed  upon  the  assumption  that 
the  principles  and  policies  embodied  m  the  Railways  agreement  of  August  6th 
would  be  regarded  as  controlling  in  the  case  of  the  Interborough.  (From  the 
official  record.) 
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On  this  same  day,  August  30,  the  Interborough  Company 
began  to  circulate  among  its  employes  the  Working  Agreement 
given  in  the  foregoing  footnote.  When  the  men  learned  of  this 
agreement,  they  demanded  its  withdrawal  and  cancellation  by  the 
company,  on  the  ground  that  it  constituted  a  violation  of  the 
agreement  of  August  6  inasmuch  as 

any  person  who  signed  said  (individual)  agreement  could  not  expect  any 
higher  wages  than  those  specified  in  the  schedule  which  is  made  part  of  said  con- 
tract, and  that  if  the  signer  took  any  steps  to  better  his  working  conditions  or 
obtain  higher  wages  during  the  term  of  said  agreement  it  would  De  a  breach  of 
said  agreement;  and  that  Mr.  Hedley  admitted  that  for  such  breach  of  agree- 
ment the  employe  bo  signing  would  be  subjected  to  discipline. 

The  company  refused  to  withdraw  the  individual  Working 
Agreement  from  circulation  among  the  men  on  the  Interborough. 
The  men  on  the  surface  lines  thereupon  renewed  their  strike  without 
waiting  to  submit  their  case  to  arbitration.  The  New  York  Rail- 
ways Company,  jointly  with  the  Interborough,  held  this  to  be  a 
breach  of  the  agreement  of  August  6,  and  declared  their  determina- 
tion to  have  nothing  further  to  do  with  the  Amalgamated.  After 
an  interval,  the  Amalgamated  agreed  to  submit  the  entire  con- 
troversy to  arbitration;  but  the  companies  asserted  that  the  time 
for  arbitration  had  passed  and  that  they  were  resolved  upon  a  war 
of  extermination  against  the  Amalgamated.  Committees  of  citi- 
zens waited  upon  the  companies;  the  mayor  and  Commissioner 
Straus  interceded  with  them, — all  to  no  purpose. 

On  September  12,  the  mayor  and  the  Public  Service  Commis- 
sion issued  a  joint  statement  in  which  they  declared: 

We  believe  that  the  agreement  has  not  been  destroyed  by  the  acta  of  the 
two  partus.  Though  it  has  been  violated,  the  moral  obligation  to  maintain  it 
stm  continues.  It  was  deliberately  made,  and  guaranteed  by  the  mayor  of  the 
city  of  New  York  and  the  chairman  of  this  commission.  The  public  was  also  a 
party  to  this  agreement.  Whatever  the  two  parties  may  do,  they  cannot  deprive 
the  public— the  third  party — of  its  rights  under  the  agreement.  Both  parties 
asked  for  and  received  the  sanction  and  guarantee  of  the  city  of  New  York  and 
the  Public  Service  Commission  that  each  would  perform  its  duty. 

In  the  light  of  the  fact  that  the  agreement  of  August  6  is  today 
as  if  it  had  never  been  written,  signed  and  guaranteed,  this  state- 
ment of  the  two  foremost  representatives  of  the  public  is  one  of  the 
most  humiliating  confessions  on  record  of  the  impotence  of  the 
third  party.    This  constitutes  the  paramount  issue  of  this  strike, — 
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and  of  all  other  strikes.  The  public  is  impotent  because  it  is  igno- 
rant of  the  basis  of  industrial  controversies.  It  is  ignorant  because 
it  has  heretofore  utterly  neglected  the  problems  of  labor  adminis- 
tration and  the  human  factors  involved  in  the  operation  of  public 
utilities.  It  is  impotent  because  it  has  devised  no  method  of  formu- 
lating its  own  judgments  or  of  making  those  judgments  effective. 
The  paramount  issue  raised  by  this,  as  by  all  other  industrial 
disputes,  is  whether  the  public  shall  continue  to  remain  ignorant, 
and  impotent, — and  whether  it  shall  continue  to  be  the  victim  of 
its  own  ignorance,  indifference  and  impotence. 
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THE  PRESENT  TREND  OF  REAL  WAGES 
By  I.  M.  Rotinow, 

Executive  Secretary,  American  Medical  Association. 

About  two  years  ago  the  writer  published  a  brief  article  under 
the  title  "The  Recent  Trend  of  Real  Wages"  in  the  American 
Economic  Review  for  December,  1914.  The  article  and  its  conclu- 
sions at  that  time  happened  to  attract  a  good  deal  of  attention 
among  American  economists  and  statisticians,  and  yet  there  was 
very  little  that  was  striking  or  unexpected  either  in  the  conclusions 
or  in  the  statistical  methods  employed.  Even  an  undergraduate 
student  of  economics  is  familiar  with  "the  index  number  of  the 
purchasing  power  as  measured  by  retail  price  of  food, "  published 
by  the  United  States  Bureau  of  Labor  Statistics  for  years  1890  to 
1907. 

For  various  reasons  the  publication  of  that  index  number  of 
what  might  be  termed  "real  wages"  was  discontinued  by  the 
federal  Bureau  of  Labor  Statistics,  and  all  that  the  writer  had 
endeavored  to  accomplish  was  to  bring  that  index  up  to  date  by 
combining  the  available  data  on  prices  and  wages  published  by  the 
same  government  bureau. 

Naturally  the  statistical  machinery  available  to  an  indepen- 
dent student  is  very  much  more  limited.  Any  careful  weighting  of 
the  data  had  to  be  abandoned,  and  perhaps  the  only  contribution 
for  which  some  credit  may  be  claimed  was  in  establishing  the  thesis 
that  the  influence  of  the  various  methods  of  weighting  was  so  slight 
that  a  simple  averaging  could  be  expected  to  produce  at  least  ap- 
proximately accurate  results.  Assuming  the  average  real  wage 
between  1890  and  1899  to  be  100,  the  purchasing  power  of  weekly 
wages  measured  by  retail  prices  of  food  during  the  years  1900  and 
1912  was  found  to  be  as  follows: 

1900 100.2        1907 97.7 

1901 96.8        1908 93.0 

1902 94.3        1909 89.4 

1903 97.3        1910 87.2 

1904 96.0        1911 88.9 

1906 98.6        1912 85.3 

1906 ...98.0 
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On  a  basis  of  these  figures  the  writer  ventured  the  statistical  de- 
duction that  between  1907  and  1912  the  purchasing  power  of  weekly 
wages,  or  the  real  weekly  wages,  has  decreased  from  97.7  to  85.3, 
12.4  points  or  12.7  per  cent.    The  study  concluded  as  follows: 

With  fewer  children  to  support,  with  women  young  and  old,  married  or  un- 
married, contributing  to  the  family  budget,  or  at  least  partially  relieving  it  of  a 
certain  share  of  the  burden,  the  wage  workers  of  America  were  able  to  raise  the 
standard  of  living  to  lead  a  somewhat  easier  life.  But  this  does  not  mean  a 
larger  return  for  their  labor.  As  for  as  the  purchasing  value  of  the  wages  is  con- 
earned  it  has  probably  increased  slightly  (though  by  no  means  as  rapidly  as  is  as- 
serted) between  1870  and  1890,  but  since  1900  it  has  been  rapidly  falling.  The 
purchasing  power  of  wages  in  1913  is  not  much  higher  than  it  was  in  1870. 

And  yet  the  increase  in  the  productivity  of  labor  during  the  last  three  decades, 
especially  as  measured  in  consumers'  values,  was  enormous.  It  is  not  at  all 
necessary  to  quote  figures  to  prove  this  contention.  The  conclusion  is  inevitable 
that  a  much  smaller  share  of  the  value  reaches  the  wage  worker  now  than  did 
twenty  or  thirty  years  ago.  ' 

These  conclusions  were  on  the  whole  accepted  without  much 
controversy  by  American  statisticians.  Professor  John  H.  Gray  in 
his  presidential  address  before  the  twenty-seventh  annual  meeting 
of  the  American  Economic  Association  quoted  that  article  in  sup- 
port of  the  following  statement:  "At  the  same  time  that  this  influx 
of  women  and  children  into  the  industries  is  taking  place,  real,  as 
distinct  from  money  wages,  have  constantly  declined  since  1906. " 
Professor  Walter  E.  Clark  in  his  book  The  Coat  of  Living,  Professor 
E.  D.  Durand  in  his  presidential  address  before  the  American  Statis- 
tical Association  in  December,  1915,  Dr.  B.  S.  Warren  of  the  Public 
Health  Service  in  his  valuable  study  of  Health  Insurance,  Professor 
D.  H.  L.  Weld  in  his  book  on  Marketing  of  Farm  Products,  Mr. 
William  English  Walling  in  the  Inter-collegiate  Socialist  for  Decem- 
ber, 1915,  The  New  Review  for  October,  1915,  Professor  W.  J.  Lauck 
in  the  Locomotive  Engineers'  Monthly  Journal,  Professors  Irving 
Fisher,  Walter  Wilcox  and  Robert  E.  Chaddock  in  personal  corre- 
spondence have  all  expressed  their  agreement  with  the  conclusions 
reached,  which  as  a  matter  of  fact,  represented  no  more  than  a 
statistical  demonstration  of  the  quite  obvious  trend  of  price  and 
wage  movements.  It  was  therefore  quite  unexpected,  and  I  be- 
lieve on  the  whole,  unfortunate  that  in  a  public  hearing  before  the 
committee  on  labor  of  the  United  States  House  of  Representatives 
in  Washington  in  a  discussion  of  social  insurance  this  obvious 
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statistical  deduction  was  made  the  subject  of  a  very  emphatic 
attack  by  the  venerable  President  of  the  American  Federation  of 
Labor  in  language  of  which  the  following  is  fairly  typical:  / 

The  statement  to  which  I  took  exception,  and  which  I  now  emphasiie,  was 
a  subtle  blow  at  the  life  and  vitals  of  the  trade  union  movement  and  trade  union 
activity.  If,  as  Dr.  Rubinow's  charge  implies,  trade  union  work  has  brought 
about  this  one  condition,  that  wages  have  not  kept  pace  with  the  cost  of  living; 
if  despite  trade  union  activity  in  the  past  twelve  years,  there  is  15  per  cent  leas 
of  purchasing  power  of  the  necessities  of  life,  then  the  whole  work  of  the  trade 
union  movement  is  wrong  and  must  of  necessity  be  a  failure.  So  far  as  I  am  con- 
cerned I  will  say  this,  that  if  I  believed  that  to  be  a  fact  I  would  not  give  my  time 
and  my  life  to  trade  union  work  and  I  would  not  advise  any  man  or  woman  to 
join  a  trade  union.  If  the  conditions  of  the  workers  are  worse  than  they  were 
twelve  years  ago,  as  I  say,  our  cause  has  been  a  failure.1 

Is  it  necessary  to  state  here  that  there  is  absolutely  no  justifi- 
cation for  such  interpretation  of  the  statistical  statement?  It  is 
obvious  that  the  trade  union  movement,  no  matter  how  useful, 
cannot  always  claim  omnipotence  and  the  only  deduction  to  be 
made  from  those  statistical  data  is  that  the  pressure  of  higher  cost 
of  living  was  so  terrific  that  even  trade  union  activity  was  unable 
to  overcome  its  effect. 

M  An  effort  at  an  accurate  determination  of  the  movement  of 
real  wages  since  1912  to  1916  continues  to  present,  especially  to  the 
private  statistician,  such  serious  difficulties  that  the  work  is  not 
undertaken  with  a  great  deal  of  confidence.  While  the  Bureau  of 
Labor  Statistics  published  8  large  amount  of  data  on  wages  and 
prices,  the  methods  of  statistical  presentation  have  been  changed 
so  radically  that  an  effort  to  continue  the  old  index  of  real  wages 
meets  various  difficulties. 

There  is  no  intention  to  criticise  here  the  change  of  these  meth- 
ods because  they  have  been  undertaken  under  such  high  expert 
advice  as  only  Professor  Wesley  Mitchell  of  Columbia  University 
was  able  to  give,  and  therefore  the  change  in  these  methods  must 
at  present  be  accepted.  But  the  annual  change  of  base  and  a  good 
many  other  minor  differences  make  comparisons  more  difficult 
and  the  results  only  approximately  correct. 

■  Hearings  before  the  committee  on  labor.  United  States  House  of  Represen- 
tatives, 64th  Congress,  First  Session,  on  H.  3.  resolution  159,  Commission  to 
study  social  insurance  and  unemployment,  April  6,  1916,  page  151. 
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Moreover,  there  may  be  lees  need  for  private  reconstructing 
indexes.  In  one  of  its  recent  bulletins*  the  United  States  Bureau  of 
Labor  Statistics  has  again  for  the  first  time  in  many  years  presented 
the  index  number  of  purchasing  power  of  wages  for  recent  years. 
Two  tables  appear  in  that  bulletin,  conforming  in  general  to  the 
old  method  of  computing  the  index  number  of  purchasing  power  of 
wages  with  the  following  three  differences: 

1.  The  comparison  is  limited  to  union  wages  only. 

2.  The  purchasing  power  for  1907  is  taken  as  a  basis  of  100 
instead  of  the  average  purchasing  power  during  1890  to  1899,  and 

3.  Decimal  points  have  been  omitted  to  avoid  the  appearance 
of  greater  accuracy  than  could  be  claimed  for  the  figures. 

These  tables  give  the  index  of  the  rate  of  wages  per  hour,  at 
full  time  hours  per  week,  rate  of  wages  per  week,  full  time,  retail 
prices  of  food  and  purchasing  power  measured  by  retail  prices  of 
food,  of  rates  of  wages  per  hour,  and  of  rates  of  wages  per  week, 
full  time.  It  is  now  officially  shown  that  while  the  rate  of  wages 
per  hour  from  1907  to  1915  for  union  labor  has  increased  from  100 
to  114,  the  full  time  hours  per  week  have  decreased  from  100  to  97, 
thus  reducing  the  increase  of  rate  of  wages  for  a  full  time  week  from 
100  to  112.  In  the  meantime  the  retail  prices  of  food  have  increased 
from  100  to  124.  Thus  the  purchasing  power  of  rates  of  wages  per 
hour  has  decreased  from  100  to  92,  and  the  purchasing  power  of 
rates  of  wages  per  week  has  decreased  from  100  to  90.  This  last 
index  may  be  ahown  in  detail: 

PtTBCHABiNa   Power  or  Bates  of  Wages  Pxb  Week,  Measuhbd  by 
ReTAiL  Pricks  or  Food 

1907 100        1911 04 

1908 98        1912 90 

1900 94        1913 90 

1910 92        1914 89 

1915 00 

This  table  evidently  corroborates  the  conclusions  of  my  earlier 
article. 

The  data  above  refer  to  organised  labor  only.  From  other 
publications  of  the  same  bureau  some  information  may  be  obtained 
concerning  movement  of  wages  in  various  other  industries.  Bulle- 
tins No.  177,  178,  187  and  190  have  been  utilised  to  bring  together 
■No.  194,  Page  21. 
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indexes  of  weekly  earnings  in  the  following  industries:  hosiery  and 
underwear,  boots  and  shoes,  men's  clothing,  cotton  goods  manu- 
facturing, cotton  goods  finishing,  woollen  goods  manufacturing, 
silk  goods  manufacturing. 

The  movement  of  wages  during  the  last  five  years  is  shown  in 
the  following  table: 

Knit      Boots     MSN's   Cotton  Cotton  Woolen  Simpli 

Goods      and      Cloth-    Manb-  Finish-  Manu-     Suae      Aveb- 
Shoeb       ma      rAcnm-     mo     vactub-  act 

ino  INO 

1910  89  92  90  92  93  91.2 

1911  89     94     91     90     97     92     94    91. 9 

1912  03     93     S3     98     99    102     97    95. 1 

1913  98    100    101     99     98    100    102    99.7 

1914  100    100    100    100    100    100    100   100.0 

I  prefer  at  this  time  not  to  make  any  effort  to  reconstruct  all  the 
data  so  as  to  fit  them  in  with  the  old  index  number  of  real  wages  from 
1890  to  1907.  This  would  require  a  great  many  statistical  recom- 
putations  which  would  obscure  the  data  as  found  in  the  official 
publications.  A  simple  average  of  those  seven  industries  was, 
however,  computed  and  it  indicated  that  on  an  assumption  of  100 
as  the  average  wage  in  1914,  the  average  wage  of  1910  is  only  91.2, 
showing  an  increase  of  8.6  per  cent  during  the  four  years.  During 
the  same  period  union  wages  have  increased  from  104  to  111,  or 
about  7  per  cent,  while  the  retail  prices  of  food  have  increased  from 
113  to  125,  or  over  10  per  cent. 

No  great  degree  of  statistical  accuracy  should  be  claimed  for 
the  comparison  of  those  three  data.  But  it  seems  quite  obvious 
from  the  examination  of  those  figures,  and  also  from  the  more  care- 
ful examination  of  the  great  wealth  of  retail  quotations  of  wages  in 
the  numerous  bulletins,  that  there  has  been  a  further  slight  decline 
in  real  wages  even  in  the  last  three  or  four  years.  It  is  possible 
that  on  the  whole  wages  may  have  held  their  own  between  1912 
and  1916,  as  measured  in  purchasing  power  of  food.  What  the 
phenomenal  increase  of  prices  during  1916  has  resulted  in,  it  is  yet 
too  early  to  ascertain.  Both  price  and  wage  movements  since  the 
beginning  of  the  war  must  be  admitted  as  abnormal,  and  perhaps 
no  general  deductions  of  economic  tendencies  could  be  lightly 
drawn  therefrom.    But  the  loss  of  the  previous  decade  is  now 
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universally  admitted  and  it  is  doubtful  whether  eves  the  abnormally 
high  wages  of  a  few  industries  supported  by  war  demands  and  even 
the  discontinuance  of  competition  from  the  flood  of  emigrants  have 
enabled  the  wider  circles  of  the  American  working  class  to  recover 
any  of  the  loss  sustained  during  the  preceding  decade. 
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THE  EFFECTS  OF  THE  LEGAL  MINIMUM  WAGE  FOR 
WOMEN 

By  A.  N.  Holcombe, 

Massachusetts1  Minimum  Wage  Commission. 

The  first  minimum  wage  law  adopted  in  the  United  States  was 
the  Massachusetts  act  of  1912.  In  the  following  year  eight  other 
states  adopted  minimum  wage  laws.1  In  1915  two  more  states  were 
added  to  the  list.1 

The  laws  of  these  eleven  states  are  of  three  types.  First,  in 
Utah  and  Arkansas  a  uniform  minimum  rate  for  experienced  women 
IB  fixed  in  the  statute  itself.  Lower  rates  are  fixed  for  learners  and 
apprentices.  Secondly,  in  the  other  states  no  minimum  rate  is 
fixed  by  law.  In  seven  of  these  states  the  determination  of  suitable 
minimum  wages  for  women  in  different  industries  is  entrusted  to  a 
special  commission,  sometimes  called  a  minimum  wage  commission 
and  sometimes  called  an  industrial  or  industrial  welfare  commission. 
These  commissions  are  charged  with  the  duty  of  fixing  the  minimum 
in  each  trade  in  accordance  with  the  needs  of  the  employes  and  the 
financial  condition  of  the  industry.  The  minimum  rates  thus  de- 
termined by  them  must  be  paid  by  the  employers.  Thirdly,  there 
are  two  states,  Massachusetts  and  Nebraska,  where  minimum 
wages  are  fixed  by  or  under  the  direction  of  commissions,  but  where 
the  commissions  have  power  only  to  recommend  the  acceptance  of 
their  determinations  by  employers.  Enforcement  of  the  com- 
missions' recommendations  in  these  states  is  to  be  secured  by  public 
opinion,  and  the  commissions  are  consequently  authorized  to  make 
public  the  names  of  employers  who  follow  and  who  do  not  follow 
their  recommendations. 

In  Arkansas,  according  to  the  act  passed  in  1915,  a  minimum 
rate  of  $1.25  a  day  for  experienced  workers  and  of  $1  per  day  for 
inexperienced  workers  was  established.  These  rates  apply  to  women 
and  girls  in  practically  all  occupations  except  those  employed  in 
cotton  factories  and  in  the  gathering  or  preservation  of  fruits  and 
i  California,  Colorado,  Minnesota,  Nebraska,  Oregon,  Utah,  Washington 
and  Wisconsin. 
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perishable  farm  products,  and  apply  only  to  establishments  employ- 
ing more  than  three  such  persons.  The  Minimum  Wage  Commission 
is  also  authorized  to  establish  rates  for  employes  of  hotels,  restau- 
rants and  telephone  companies,  and  has  power  to  raise  or  lower 
the  minimum  rates  in  specific  industries  where  after  investigation 
it  is  found  that  the  wage  established  by  statute  is  above  or  below 
the  necessary  coat  of  living.  Under  these  provisions  of  the  act, 
special  rates  hare  been  established  for  employes  of  several  telephone 
and  telegraph  companies,  and  for  inexperienced  workers  in  retail 
stores.  Plans  for  the  establishment  of  special  rates  for  hotel  and 
restaurant  workers  are  under  consideration  by  the  commission.  It 
is  reported  that  litigation  to  test  the  constitutionality  of  the  statute 
was  commenced  in  August,  1915,  and  that  the  law  was  declared 
unconstitutional  by  one  of  the  lower  state  courts.  No  decision  has 
as  yet  been  rendered  by  the  Arkansas  Supreme  Court. 

In  California  the  law  establishing  an  industrial  welfare  com- 
mission went  into  effect  in  August,  1913.  It  was  not,  however, 
until  April,  1916,  that  the  commission's  first  wage  determinations 
went  into  effect.  These  rates  apply  to  women  employed  in  can- 
neries, both  piece  and  time  workers.  The  time  schedule  requires 
the  payment  of  16  cents  an  hour  to  experienced  and  13  cents  an  hour 
to  inexperienced  workers.  Piece  workers  of  ordinary  ability  are 
expected  to  make  equivalent  amounts.  The  commission  is  con- 
sidering the  establishment  in  the  near  future  of  rates  for  women 
employed  in  mercantile  establishments  and  in  the  clothing  trades. 
According  to  a  recent  statement  by  Mrs.  Katherine  P.  Edson,  a 
member  of  the  commission  and  its  executive  officer,  it  is  stated 
that: 

Not  a  single  cannery  that  paid  in  excess  of  the  minimum  wage  has  lowered 
its  wage  scale,  while  all  of  the  canneries  which  paid  less  than  what  the  commission 
fixed  as  the  minimum  wage,  have  raised  their  pay  to  meet  the  minimum  rate. 

The  State  Wage  Board  of  Colorado  was  not  appointed  until 
March,  1914,  although  the  law  establishing  the  board  went  into 
effect  in  May  of  the  preceding  year.  The  bill  creating  the  board, 
which  was  practically  only  a  two-year  investigating  commission, 
provided  no  adequate  means  or  methods  for  the  regulation  of  wages. 
The  powers  of  this  board  expired  on  August  15,  1915.  A  new  bill, 
creating  a  permanent  commission,  was  passed  by  the  legislature  of 
1915,  but  was  vetoed  by  the  governor. 
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A  minimum  wage  law  was  passed  in  Kansas  in  1915.  Special 
boards  have  been  organized  to  consider  the  establishment  of  mini- 
mum rates  of  wages  and  maximum  hours  of  labor  for  women  em- 
ployed in  laundries  and  mercantile  establishments,  but  no  wage 
determinations  have  yet  been  issued  by  the  Industrial  Welfare 
Commission. 

In  Massachusetts,  minimum  rates  have  been  recommended  for 
four  industries,  brush  factories,  laundries,  retail  stores  and  women's 
clothing  factories.  The  recommended  rates  for  experienced  workers 
were  154  cents  an  hour  in  brush  factories,  $8  a  week  in  laundries, 
$8.50  a  week  in  retail  stores,  and  $8.75  a  week  in  women's  cloth- 
ing factories.  Lower  rates  were  recommended  for  learners.  The 
rates  recommended  for  women's  clothing  factories  have  not  yet 
gone  into  effect.  Those  recommended  for  brush  factories  and  retail 
stores  were  generally  accepted  by  employers,  and  have  been  in 
effect  for  two  years  and  a  half  and  one  year  respectively.  The 
rates  recommended  for  laundries  were  disregarded  by  employers. 
This  caused  litigation  which  is  still  pending  in  the  state  supreme 
court. 

The  Minnesota  Minimum  Wage  Commission  was  established 
in  June,  1913.  In  October,  1914,  it  issued  orders  providing  the 
following  minimum  rates  of  pay  for  experienced  women:  (1)  in 
cities  of  the  first  class  (the  Twin  Cities),  mercantile  establishments, 
etc.,  $9,  manufacturing  establishments,  etc.,  18.75;  (2)  in  cities  of 
the  second,  third  and  fourth  classes,  mercantile,  $8.50,  manufac- 
turing $8.25;  (3)  in  smaller  cities  and  towns,  both  mercantile  and 
manufacturing,  $8.  These  orders  do  not  apply  to  learners  and 
apprentices.  Before  these  orders  became  effective,  a  temporary 
injunction  was  issued  by  the  Ramsey  County  District  Court  re- 
straining the  commission  from  enforcing  its  orders  or  performing 
any  other  official  acts.  The  case  was  carried  before  the  Supreme 
Court  of  the  state  and  argued  in  January,  1915.  No  decision  has 
as  yet  been  announced. 

No  wage  determinations  have  yet  been  made  by  the  Nebraska 
Minimum  Wage  Commission.  The  members  of  the  commission 
were  not  appointed  for  over  six  months  after  the  law  went  into  effect 
and  no  appropriation  was  made  for  their  work  until  1915  when  the 
legislature  voted  the  sum  of  $500. 

In  Oregon,  minimum  wages  were  promptly  prescribed  by  the 
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Industrial  Welfare  Commission  for  experienced  and  inexperienced 
women  in  all  industries.  The  prescribed  rates  have  recently  been 
revised.  The  original  rates  were  $8.25  per  week  to  $40  per  month 
for  experienced  workers  in  different  industries  and  localities,  and  $6 
per  week  for  learners.  The  present  regulations1 
provide  for  a  minimum  weekly  wage  rate  for  experienced  adult  women  workers, 
ranging  from  18.25  in  the  smaller  towns  of  the  state  to  $9.25  in  certain  occupations 
in  Portland.  One  feature  of  the  revised  orders  is  a  provision  for  a  rise  every 
four  months  during  the  year  in  the  wage  scale  allowed  for  apprentices. 

Certain  Oregon  employers  promptly  instituted  a  test  case  to 
determine  the  constitutionality  of  the  Oregon  mandatory  law. 
This  case  (StetUer  v.  O'Hara)  was  decided  by  the  Oregon  Supreme 
Court  in  March,  1914,  in  favor  of  the  constitutionality  of  the  law. 
It  was  then  appealed  to  the  United  States  Supreme  Court  where 
no  decision  has  yet  been  reached. 

In  Utah  a  minimum  wage  of  91.25  per  day  for  experienced 
adult  women,  90  cents  a  day  for  adult  learners  and  75  cents  a  day 
for  girls  under  18,  was  fixed  by  law  in  1913  for  women  and  girls 
in  all  industries  throughout  the  state.  The  state  commissioner  of 
labor  stated  in  1914*  that  the  law  has  increased  the  wages  of  those 
who  most  needed  it,  that  the  minimum  wage  has  not  tended  to  be- 
come the  maximum,  and  that  90  per  cent  of  the  employers  are  sat- 
isfied with  the  law  and  its  enforcement. 

The  Industrial  Welfare  Commission  of  Wisconsin,  which  is 
intrusted  with  the  enforcement  of  the  minimum  wage  law  passed  in 
1913,  has  not  yet  fixed  any  minimum  rates.  It  is  understood  to  be 
awaiting  the  decision  of  the  United  States  Supreme  Court  in  the 
Oregon  minimum  wage  case  before  taking  definite  action. 

In  Washington,  practically  all  the  industries  of  the  state  have 
been  covered  by  orders  which  provide  minimum  wage  rates  for 
experienced  adult  women  of  from  $8.90  to  $10  per  week  and  lower 
rates  for  minors  and  apprentices.  The  lowest  rate  for  minors  is 
$6  per  weak. 

The  states  in  which  the  effects  of  the  minimum  wage  have  been 
most  carefully  studied  are  Oregon  and  Massachusetts.  The  United 
States  Bureau  of  Labor  Statistics  caused  an  elaborate  study  to  be 

'Monthly  Review  of  the  United  Stales  Bureau  of  Labor  Statistic*.,  Oct.,  1916, 
p.  484. 

<  United  Statin  Bureau  of  Labor  Statistic*  Bulletin  No.  187,  pp.  75-76. 
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made  of  the  effects  of  the  minimum  wage  in  Oregon,  which  was  pub- 
lished about  a  year  ago  as  Number  6,  in  its  Woman  in  Industry  series. 
This  investigation  showed,  if  not  final  results,  at  least  certain  general 
tendencies.  The  rates  of  pay  for  women  as  a  class  were  found  to 
have  increased.  While  formerly  26  per  cent  of  the  girls  under  18 
received  rates  of  less  than  16  a  week,  after  the  minimum  wage  went 
into  effect  less  than  1  per  cent  were  paid  below  this  rate.  Further- 
more, more  girls  under  18  years  received  over  $6  a  week  after,  than 
before  the  minimum  wage  was  established.  Among  the  experienced 
women,  not  only  the  proportion  getting  not  less  than  the  legal  mini- 
mum, but  alBO  the  proportion  getting  more  than  the  legal  minimum, 
was  found  to  have  increased.  Employment  was  more  regular  than 
before,  but  the  total  number  employed  Bhowed  a  falling  off.  The 
decrease  in  the  number  of  women  employes,  however,  was  believed 
by  the  federal  investigators  to  be  largely  accounted  for  by  other 
factors  than  the  establishment  of  a  minimum  wage,  notably  by  the 
business  depression  which  set  in  at  about  the  time  the  minimum  wage 
was  established,  and  which  had  not  passed  at  the  time  the  federal 
investigation  was  made.  The  minimum  wage  did  not  cause  the 
replacement  of  women  by  men,  nor  did  it  result  in  any  decrease  of 
the  efficiency  of  those  affected  by  the  wage  determinations.  In 
other  words,  while  the  Oregon  experience  with  the  minimum  wage 
at  the  time  the  federal  investigation  was  made  was  not  conclusive, 
it  did  show  that  some  of  the  common  objections  to  the  minimum 
wage  for  women  by  law  are  without  foundation. 

In  Massachusetts  the  minimum  wage  has  now  been  in  operation 
for  more  than  two  years  in  the  brush  industry  and  for  one  year  in 
retail  stores.  After  the  minimum  wage  had  been  in  operation  in 
the  brush  industry  for  a  year  the  commission  made  a  careful  inves- 
tigation for  the  purpose  of  determining  its  effects.  This  investiga- 
tion showed:  (1)  that  the  establishment  of  the  minimum  wage  in 
the  brush  industry  had  been  followed  by  a  remarkable  increase  in 
the  number  of  women  employed;  (2)  that  the  employment  of  women 
at  ruinously  low  rates  had  been  practically  stopped;  (3)  that  the 
proportion  of  women  employed  at  more  than  the  prescribed  mini- 
mum rate  had  greatly  increased,  and  (4)  that  this  had  been  accom- 
plished without  putting  an  unreasonable  financial  burden  upon  the 
industry.  In  short,  the  evidence  showed  that  the  establishment  of 
a  minimum  wage  had  been,  followed  by  the  desired  results  both  in 
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the  industry  as  a  whole  and  in  every  individual  establishment 
where  the  management  had  been  willing  to  give  it  a  fair  trial. 

Shortly  after  the  minimum  wage  was  put  into  effect  in  retail 
stores  the  commission  began  a  similar  investigation  for  the  purpose 
of  ascertaining  the  results  in  that  industry.  This  investigation, 
which  has  just  been  completed,'  shows: 

1.  That  acceptance  of  its  recommendations  concerning  the 
wages  of  women  and  girls  employed  in  retail  stores  entailed  increases 
of  wages  for  a  greater  or  lesa  proportion  of  such  employes  in  nearly 
all  retail  stores  except  those  employing  women  for  office  work  only. 
Altogether,  90  per  cent  of  the  sixteen  thousand  female  employes  in 
nearly  one  thousand  establishments  covered  by  the  commission's 
investigation  were  employed  in  stores  where  wage  increases  were 
necessary,  if  the  commission's  recommendations  were  to  be  fol- 
lowed. 

2.  That  the  proprietors  of  the  larger  retail  stores,  with  few 
exceptions,  have  accepted  its  recommendations  and  are  attempting 
in  good  faith  to  follow  them.  The  proprietors  of  the  smaller  stores 
are  also  generally  following  the  commission's  recommendations, 
although  the  proportion  of  exceptions  is  greater  than  among  the 
proprietors  of  the  larger  stores.  Altogether  only  6  per  cent  of  the 
women  and  girls  employed  in  stores  covered  by  the  commission's 
investigation  are  now  receiving  less  than  the  minimum  wages  recom- 
mended by  the  commission. 

3.  That  on  or  about  January  1,  1916,  when  the  commission's 
recommendations  became  effective,  the  wages  of  nearly  40  per  cent 
of  all  the  women  and  girls  employed  in  over  nine  hundred  stores, 
from  which  information  was  obtained,  were  raised.  In  stores 
where  wages  were  raised  in  pursuance  of  the  commission's  recom- 
mendations, the  percentage  of  wage  increases  was  46  per  cent,  in 
stores  where  the  wages  previously  paid  were  not  less  than  the  mini- 
mum rates  recommended  by  the  commission,  the  percentage  of 
wage  increases  was  20  per  cent,  in  stores  where  lower  wages  were 
previously  paid  and  where  there  was  no  attempt  to  follow  the  com- 
mission's recommendations,  the  percentage  of  wage  increases  was 
also  [about  20  per  cent.  Altogether  nearly  six  thousand  women 
and  girls  received  increases  of  wages,  more  than  nine-tenths  of  whom 
were  employed  in  stores  which  raised  wages  in  pursuance  of  the 
commission's  recommendations. 

4.  That  the  increases  of  wages  amounted  in  a  majority  of 
cases  to  at  least  a  dollar  a  week  and  in  many  cases  to  two  or  three 

*  TiTniMinftiniif  t  In  Minimum  Wage  Commission,  BvUttin  No.  It.  Preliminary 
Report  on  the  Effect  of  the  Minimum  Wage  in  Massachusetts  Retail  Stores. 
Boston,  1916. 
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dollars  or  more.  There  were  comparatively  few  cases  in  which  the 
wages  of  women  receiving  more  than  the  minimum  rates  recom- 
mended by  the  commission  were  reduced.  The  number  of  such 
cases,  moreover,  was  less  in  proportion  to  the  total  number  of  em- 
ployes in  stores  following  the  commission's  recommendations  than 
m  those  not  following  them. 

6.  That  the  total  number  of  women  and  girls  employed  in  those 
stores  for  which  the  commission  obtained  information  covering  the 
three  years  1914,  1915  and  1916  decreased  during  that  period  by 
about  10  per  cent.  Analyzed  according  to  occupations,  the  decrease 
was  least  among  the  saleswomen  to  whom  the  $8.50  minimum  rate 
recommended  for  experienced  employes  most  generally  applied. 
It  was  greatest  among  the  counter-cashiers,  examiners,  messen- 
gers, and  bundlers,  comprising  for  the  most  part  young  and  inex- 
perienced persons.  As  is  more  fully  explained  in  the  commission's 
report,  there  are  several  factors  besides  the  introduction  of  the 
minimum  wage  to  account  for  the  decreased  employment  of  this 
class  of  persons. 

6.  That  despite  the  decrease  in  their  numbers  the  total  sum 
paid  in  wages  to  the  women  and  girls  employed  in  these  stores  was 
greater  in  1916  than  in  either  of  the  preceding  years. 

7.  The  investigations  of  the  committee  on  the  minimum  wage  of 
the  Boston  Social  Union,  an  abstract  of  whose  report  is  appended 
to  that  of  the  commission,  show  that  the  total  earnings  in  1916  of 
those  women  and  girls,  who  are  known  to  have  lost  their  positions 
in  retail  stores  in  consequence  of  the  introduction  of  the  minimum 
wage  and  to  have  been  compelled  to  seek  other  employment,  will  be 
greater  than  would  have  been  the  case,  had  they  retained  their  posi- 
tions in  the  retail  stores  at  the  wages  they  bad  been  receiving. 

8.  That  in  the  establishments  which  did  not  raise  wages  in  pur- 
suance of  the  Commission's  recommendations,  over  48  per  cent  of 
the  female  employes  were  still  paid  lower  rates  than  those  recom- 
mended by  the  Commission. 

Upon  these  findings,  as  set  forth  in  full  in  its  report,  the  com- 
mission bases  the  following  conclusions: 

1.  That  most  experienced  women  employed  in  retail  stores  in 
Massachusetts  are  now  receiving  not  less  than  the  recommended 
rates,  and  that  most  learners  and  apprentices  are  now  employed 
under  more  favorable  conditions  and  with  better  prospects  than 
ever  before. 

2.  That  no  such  general  increase  in  wages  as  has  actually  oc- 
curred would  have  taken  place  but  for  the  operation  of  the  minimum 
wage  law. 

3.  That  the  decrease  in  the  total  number  of  women  regularly 
employed  in  retail  stores  in  1916  as  compared  with  the  preceding 
years  was  mainly  produced  by  other  causes  than  the  introduction 
of  the  piinimiim  wage. 
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4.  That  those  whose  loss  of  employment  may  be  ascribed  to 
the  minimum  wage  are  now  for  the  moat  part  better  situated  than 
they  were  in  their  former  positions. 

5.  That  there  is  no  tendency  for  the  minimum  wage  to  become 


6.  That  the  action  of  those  proprietors  of  retail  stores  who  have 
accepted  the  commission's  recommendations,  has  been  justified  by 
the  results,  as  far  as  now  known,  and  that  unless  good  reasons  for 
not  so  doing  be  shown,  their  example  ought  to  be  followed  without 
further  delay  by  all  other  proprietors  of  retail  Btores. 

The  experience  with  the  minimum  wage  in  the  states  where  it 
has  received  a  fair  trial  seems  to  indicate  that  the  good  results  an- 
ticipated by  the  original  advocates  of  the  legal  minimum  wage  for 
women  are  being  secured.  It  is  deeply  to  be  regretted  that  the 
enforcement  of  the  various  laws  has  been  greatly  hampered  by  liti- 
gation. The  constitutionality  of  the  Oregon  law  was  first  challenged 
more  than  three  years  ago.  Though  the  act  was  sustained  by  the 
Supreme  Court  of  the  state  the  employers  appealed  to  the  Supreme 
Court  of  the  United  States  for  a  final  decision.  This  decision  should 
serve  as  a  guide  to  the  administrators  of  minimum  wage  laws  not 
only  in  Oregon  but  in  all  states  which  have  laws  of  the  same  type. 
Even  in  Massachusetts  and  Nebraska,  where  the  commissions  have 
power  only  to  recommend  the  payment  of  the  minimum  rates,  the 
courts  seem  disposed  to  await  the  decision  of  the  Oregon  case  before 
determining  for  themselves  the  constitutionality  of  their  own  stat- 
utes.- The  Oregon  case  was  argued  before  the  United  States  Su- 
preme Court  in  December,  1914.  Eighteen  months  passed  before 
the  Court  took  any  action,  and  then  in  June,  1916,  it  ordered  a  re- 
argument  of  the  ease  sometime  after  the  presidential  election. 
At  the  present  writing  the  case  has  not  yet  been  reargued.  Pending 
a  final  derision  by  the  Supreme  Court,  the  efforts  of  the  state  com- 
missions in  most  states  to  enforce  the  laws  are  -seriously  or  entirely 
thwarted.  To  this  long  and  unfortunate  delay  in  deciding  the 
constitutionality  of  the  Oregon  minimum  wage  law  must  be  mainly 
ascribed  the  lack  of  more  complete  evidence  of  the  practicability  and 
wisdom  of  the  legal  minimum  wage  for  women. 
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By  John  B.  Andbews, 
Secretary,  American  Association  for  Labor  Legislation. 

Probably  do  human  device  has  done  more  to  substitute  security 
for  uncertainty  in  the  economic  affairs  of  our  complex  modern  life 
than  the  device  of  insurance.  Property  is  protected  by  insurance 
against  fire,  burglary,  or  loss  at  sea.  Persons  with  comfortable  in- 
comes insure  themselves  or  their  dependents  against  the  financial 
results  of  accident,  ill  health,  or  death.  But  wage-earners,  who  are 
largely  without  property  and  whose  incomes  are  too  small  to  provide 
for  adequate  insurance  in  a  commercial  company,  have  until  recently 
been  exposed  without  protection  to  the  winds  of  adversity. 

One  of  the  strongest  evidences  of  the  profoundly  altered  at- 
titude of  society  toward  its  members  is  the  rapid  spread  of  socially 
encouraged  provision  for  the  insurance  of  wage-earners  against  the 
five  great  hazards  which  continually  stare  them  in  the  face:  in- 
dustrial accident,  illness,  unemployment,  old  age  and  invalidity, 
and  death.  There  is  hardly  a  civilized  country  whose  laws  do  not 
establish  protection  against  one  or  more  of  these  risks.  Because  it 
covers  the  mass  of  the  people,  and  because  governmental  action  is 
necessary  to  its  initiation  and  operation,  this  type  of  insurance  has 
come  to  be  generally  known  as  "social  insurance." 

In  the  United  States  in  the  short  space  of  seven  years  thirty- 
five  of  our  states  and  territories,  and  the  federal  government  for  its 
own  half-million  employes,  have  enacted  workmen's  compensation 
legislation,  which  guarantees  to  the  injured  wage  worker  or  his 
family  financial  indemnity  for  industrial  accident  without  the  waste- 
ful and  contentious  methods  of  the  old  employers'  liability  system. 
Discussions  on  old  age  and  on  unemployment  insurance  have  been 
frequent,  and  one  state  already  has  a  state  life  insurance  fund  in 
operation;  but  undoubtedly  the  next  big  step  in  social  legislation 
in  America  is  health  insurance. 

Sickness  in  thb  United  States 
Six  years  ago,  when  an  expert  committee  of  the  Association  for 
Labor  Legislation,  composed  of  statisticians,  actuaries,  physicians 
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and  economists,  sought  in  a  memorial  to  the  President  of  the  "United 
States  to  answer  the  question,  "How  much  sickness  is  there  in  the 
country?  "  they  found  themselves  baffled  by  lack  of  data.  The  best 
they  could  do  was  to  turn  to  Germany,  where,  under  a  national 
health  insurance  system,  excellent  records  had  been  accumulating 
for  more  then  twenty  years.  Upon  the  basis,  then,  of  German  ex- 
perience, our  American  experts  made  the  following  estimate: 
Estimate  of  Sicknema  and  It*  Cost  among  Occupied  Mtdct  and  Female*  wi  United 

Stales,  1910  (89,600,000) 
Estimated  number  of  cues  of  sickness,  on  the  German  basis  of  40 

percent  of  the  number  of  persona  exposed  to  risk 13,400,000 

Estimated  number  of  days  of  sickness  on  the  German  basis  of  8.6 

days  per  person  per  annum 284,760,000 

Estimated  loss  in  wages  at  an  average  of  11.50  a  day  for  6/7  of  the 

284,760,000  days $366,107,145 

Estimated  medical  cost  of  sickness  at  SI  a  day  for  284,760,000 

days I 1284,760,000 

Estimated  economic  loss  at  50  cents  a  day  for  6/7  of  the  284,760,000 

days $122,035,715 

Total  social  and  economic  cost  of  sickness  per  annum $772,892,860 

Estimated  possible  economic  saving  in  the  health  of  individual 

workers  on  a  basis  of  26  per  cent  reduction  per  annum $163,223,215 

Despite  the  discussion  these  figures  produced  when  they  were 
made  public,  they  are  now  seen  to  have  been  very  conservative.  On 
the  basis  of  its  study  for  the  federal  Commission  on  Industrial  Rela- 
tions, of  nearly  1,000,000  workers  in  representative  occupations,  the 
United  States  public  health  service  estimates  that  each  of  this 
nation's  30,000,000  wage-earners  loses  an  average  of  nine  days  an- 
nually because  of  sickness.  This  amounts,  for  the  nation,  to  an 
annual  loss  of  nearly  740,000  years.  Everyone  who  has  ever  ex- 
amined the  records  of  our  charitable  societies  will  roundly  endorse 
the  commission's  statement  that  "Much  attention  is  now  given  to 
accident  prevention,  yet  accidents  cause  only  one-seventh  as  much 
destitution  as  does  illness."  No  fewer  than  3,000,000  persons,  it 
was  stated,  are  ill  on  any  one  day.  The  consequent  wage  loss  is 
put  at  $600,000,000  a  year,  while  the  expense  of  medical  treatment 
and  supplies  runs  up  to  (180,000,000  in  addition. 

Among  women  the  rate  of  sickness  is  higher  than  among  men. 
la  Rochester,  N.  Y.,  for  instance,  a  careful  survey  of  its  industrial 
policyholders  by  the  Metropolitan  Life  Insurance  Company  showed 
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that  of  each  1,000  males,  aged  fifteen  or  more,  23.3  are  bo  ill  at  any 
one  time  that  they  are  unable  to  work,  while  females  of  the  same  age 
similarly  affected  number  25.7  out  of  every  1,000.  This  means  an 
average  annual  disability  rate  of  8.5  days  for  men  and  9.4  days  for 
women. 

In  America,  as  abroad,  infant  mortality  among  wage  workers 
is  excessively  high.  In  Johnstown,  Fa.,  the  United  States  Children's 
Bureau  found  the  infant  mortality  rate  five  times  as  high  in  the 
ward  where  the  poorest  paid  workers  lived  as  in  the  wealthiest 
section.  In  families  where  the  father  received  $1 ,200  or  more  a  year, 
or  had  "ample"  income,  the  infant  death  rate  was  84  per  1,000,  but 
when  the  father  received  less  than  $10  a  week  or  $521  a  year  this 
death  rate  leaped  to  255.7  per  1,000.  A  similar  study  carried  on  in 
Montclair,  N.  J.,  revealed  precisely  the  same  tendency  of  a  soaring 
infant  death  rate  with  a  sinking  of  the  family  income. 

A  striking  phenomenon  noted  as  yet  only  in  this  country  is  the 
rapid  decline  in  the  expectation  of  life  for  adults.  Comparison  of 
Massachusetts  statistics  for  1880  with  those  for  1010  shows  that 
within  the  present  generation  the  expectation  of  life  for  men  aged 
twenty-five  or  over  has  fallen  six  months  to  two  and  one-quarter 
years  according  to  age,  and  that  for  women  aged  thirty-five  or  over 
it  has  dropped  nine  months  to  two  years.  This  fact  should  be  re- 
membered in  connection  with  the  current  statement  that  the  span 
of  life  in  America  is  increasing.  It  is  true  that  babies  and  children 
have  a  better  chance  of  reaching  maturity  than  formerly;  but  once 
arrived  at  maturity  their  chances  for  attaining  a  ripe  old  age  are 
unmistakably  declining. 

Meeting  the  Wage  Loss 

Estimates  of  average  annual  wages  in  the  United  States, 
whether  made  by  radicals  or  by  conservatives,  hover  about  the 
$700  mark.  At  the  same  time  the  minimum  necessary  expense  of 
maintaining  a  family  is  generally  accepted  as  being  between  $900 
and  $1,200.  Obviously  there  is  little  margin  here  for  tiding  a 
family  over  the  breadwinner's  disability  due  to  illness. 

A  federal  study  of  31,481  charity  cases  among  both  immigrants 
and  native  born  inff  orty-three  cities  showed  that  illness  of  the  bread- 
winner or  of  other  members  of  the  family  was  "the  apparent.cause 
of  need"  in  38.3  per  cent  of  the  cases.    Thirty-seven  per  cent  of  the 
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families  assisted  by  the  New  York  City  charity  organisation  society 
are  dependent  because  their  wage-earnere  are  disabled  by  sick- 
ness, while  two-thirds  to  four-fifths  of  the  expenditure  of  the  New 
York  association  for  improving  the  condition  of  the  poor  is  for 
relief  necessary  because  of  illness.  Individual  savings,  commercial 
health  insurance,  trade  union  benefit  funds,  and  "establishment" 
relief  associations  inspired  and  controlled  by  employers  have  alike 
signally  failed  to  avert  the  financial  distress  caused  by  working  class 
sickness.  America  presents  no  exception  to  the  finding  of  Sidney 
and  Beatrice  Webb,  that  "In  all  countries,  at  all  ages,  it  is  sickness 
to  which  the  greatest  bulk  of  destitution  is  immediately  due. " 

Insufficiency  or  Medical  Case 
Not  only  are  wage-earners  unable  without  outside  assistance  to 
provide  a  living  for  their  families  during  a  period  of  severe  illness, 
but  they  are  often  unable  even  to  meet  the  expense  of  adequate 
medical  care.  An  analysis  was  made  last  year  of  the  financial 
condition  of  75,000  applicants  to  the  Boston,  Mass.,  dispensary. 
Of  all  the  families  with  which  the  dispensary  was  in  touch,  37  per 
cent  lived  on  an  income,  including  the  wages  of  children,  of  $600  a 
year  or  less;  49  per  cent  on  $700  or  less;  70  per  cent  on  $800  or  less; 
and  83  per  cent  on  $1,000  or  less.  Nevertheless,  states  the  dis- 
pensary, 

It  is  a  general  opinion  among  student*  of  wage-earners'  budgets  that  even  small 
families  in  this  vicinity  living  on  $1,000  or  less  should  not  be  expected  to  purchase 
more  medical  service  than  that  necessary  to  childbirth  mrf  acute  iiin*—  m  the 

In  New  York  City  forty-six  hospitals  which  belong  to  one 
association  cared  during  the  year  1913-1914  for  69,474  patients  (67 
per  cent  of  their  total)  who  paid  nothing  for  their  treatment.  The 
dispensaries  attached  to  these  hospitals  were  attended  during  the 
same  year  by  603,871  patients,  who  made  a  total  of  1,843,011  visits. 
In  Greater  New  York  as  a  whole  the  annual  number  of  dispensary 
treatments  runs  close  to  6,000,000.  Yet,  states  the  hospital  as- 
sociation referred  to,  "At  present  only  one  in  ten  persons  seriously 
ill  or  injured  in  this  city  gets  treated  at  any  hospital.  For  lack  of 
proper  treatment  thousands  lose  their  health  and  efficiency,  and 
become  a  burden  to  the  community. "  In  the  Rochester  sickness 
survey  it  was  found  that  39  per  cent  of  the  cases  of  sickness  had  no 
physician  in  attendance. 
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Within  the  last  fifteen  years  the  number  of  dispensaries  in  this 
country  has  increased  sevenfold,  visiting  nurses'  associations  have 
been  developed  in  most  large  cities,  and  more  careful  midwifery 
regulations  have  been  adopted  in  several  states.  Yet  the  facilities 
available  to  wage  workers  for  the  prompt  diagnosis  and  careful 
treatment  of  illness  remain  shockingly  inadequate. 

Movement  fob  Health  Insurance 
Brought  face  to  face  with  similar  facts,  Germany  adopted  the 
first  nation-wide  health  insurance  system  in  1883.  Other  countries 
followed,  notably  Great  Britain  in  1911,  until  today  universal, 
health  insurance  is  established  in  no  fewer  than  ten  of  the  leading 
continental  states.  In  America  the  movement  initiated  by  the 
Association  for  Labor  Legislation  in  1912  has  enlisted  the  encourage- 
ment of  the  American  Medical  Association,  the  American  Academy 
of  Medicine,  state  medical  societies,  the  United  States  public 
health  service,  several  influential  employers'  associations,  the 
National  Association  of  Manufacturers,  and  a  large  number  of  rep- 
resentative trade  unions.  State  social  insurance  commissions  in 
California  and  Massachusetts  have  been  studying  the  question  from 
all  sides,  and  will  report  to  their  legislatures  in  January,  1917.  Prep- 
arations are  under  way  for  the  introduction  of  health  insurance 
measures  in  the  leading  industrial  states. 

The  standard  bill  drafted  by  the  American  Association  for 
Labor  Legislation  combines  the  features  pronounced  best  by  prac- 
tical experience  of  Europe.  It  covers  all  manual  workers,  and  all 
other  employes  receiving  $100  a  month  or  less.  Insurance  is  made 
compulsory  because  only  in  this  way  can  all  those  who  need  the 
assistance  be  reached  by  it.  Even  in  Great  Britain,  for  example, 
where  voluntary  health  insurance  through  the  "friendly  societies" 
and  the  trade  unions  had  reached  an  exceptional  development, 
only  5,500,000  wage-earners  were  covered,  whereas  the  compulsory 
national  insurance  act  of  1911  at  once  applied  to  13,742,000  workers, 
or  more  than  twice  as  many.  In  addition  to  its  inclusiveness,  com- 
pulsory insurance  reduces  administrative  cost  to  a  minimum.  All 
the  expensive  and  tedious  work  of  convincing  a  man  that  he  needs 
to  take  out  a  "policy"  is  avoided.  Persons  in  a  given  area  are 
attached  to  the  same  fund,  and  this  localization  of  membership  still 
further  increases  the  ease  of  supervision  and  reduces  expense.    Local 
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administration  in  the  Leipzig  sick  fund  costs  lees  than  10  per  cent 
of  the  total  expenditure,  whereas  in  England  voluntary  burial 
societies  operating  all  over  the  kingdom  spend  from  37  to  48  per 
cent  of  their  income  for  administration.  A  further  benefit  of 
localised  membership  under  a  compulsory  system  is  the  improved 
administration  of  medical  care  which  it  makes  possible. 

For  the  insured,  the  standard  bill  provides  all  necessary  medical, 
surgical  and  nursing  care  up  to  twenty-six  weeks  a  year.  This  is 
far  above  what  is  at  present  enjoyed  by  the  wage-earner,  who  is  too 
often  compelled  to  accept  treatment  from  charity  or  to  forego  it 
altogether.  The  family  of  the  insured  will  also  be  provided  with 
requisite  medical  aid,  which  will  greatly  reduce  the  expenditure  for 
doctors'  bills  on  an  individualistic  basis,  and  assure  medical  advice 
when  it  is  needed.  All  necessary  medicines  and  surgical  supplies 
will  also  be  furnished,  up  to  $50  a  year.  The  physicians'  interests 
are  carefully  guarded  by  provisions  which  it  is  not  necessary  to  go 
into  here. 

A  cash  benefit  of  two-thirds  of  wages  is  established,  during 
disability,  up  to  twenty-six  weeks  yearly.  This  amount  is  not 
likely  to  cultivate  malingering,  and  on  the  other  band  it  is  not  bo 
small  as  to  cause  a  breakdown  of  family  standards.  Massachusetts, 
New  York  and  Ohio,  as  well  as  the  United  States  government,  it 
will  be  remembered,  already  award  66}  per  cent  of  wages  in  work- 
men's compensation  cases,  and  percentages  close  to  this  are  granted 
by  several  other  states. 

Important  among  the  provisions  of  the  bill  is  maternity  benefit. 
The  prohibition  placed  in  some  states  upon  the  industrial  employ- 
ment of  women  just  before  or  after  childbirth  emphasizes  the  de- 
sirability of  granting  a  cash  benefit  during  her  inability  to  work,  just 
as  if  this  were  caused  by  illness.  Moreover,  the  annual  death  in  the 
registration  area  of  more  than  10,000  mothers  from  causes  connected 
with  childbirth,  and  of  52,000  infants  from  diseases  of  early  infancy 
— many  of  which  are  preventable — make  it  imperative  to  provide 
more  adequate  care.  Maternity  benefit  is  included  in  every  Euro- 
pean health  insurance  system. 

A  fourth  benefit  proposed  is  a  funeral  benefit  of  $50.  This  type 
of  relief  is  at  present  probably  the  most  urgent  need  among  wage 
workers.  In  1011  thirty-two  industrial  insurance  companies  in  the 
United  States  had  about  24,700,000  policies  in  force,  on  which  they 
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reaped  $183,500,000  in  premiums.  The  losses  paid  out  amounted  to 
only  a  little  over  $50,000,000,  most  of  which  was  utilized  for  funeral 
expenses.  Under  the  health  insurance  plan  adequate  burial  could 
easily  be  provided  for,  while  the  money  now  expended  by  working 
people  for  mere  burial  insurance  would  go  far  toward  paying  their 
share  of  the  contribution  for  all  the  benefits  enumerated. 

The  moneys  to  provide  the  benefits  just  described  are  to  be 
raised  by  joint  contributions,  two-fifths  by  the  employer,  two-fifths 
by  the  employe,  and  one-fifth  by  the  state.  It  is  felt  that  a  certain 
responsibility  for  ill  health  rests  upon  all  three  of  these  parties,  and 
that  justice  no  less  than  the  purpose  of  bringing  this  responsibility 
home  to  the  minds  of  all  concerned  can  best  be  served  by  joint  main- 
tenance of  the  insurance  fund.  For  workers  receiving  below  $9  a 
week,  upon  whom  even  the  two-fifths  contribution  would  be  an  un- 
due burden,  the  rate  is  progressively  reduced,  until  at  $6  a  week  the 
employe  pays  nothing.  The  total  amount  raised  through  these 
contributions  must  always  be  sufficient  to  provide  the  minimum 
benefits  described;  but  if  a  fund  wishes  to,  it  may  under  careful 
supervision  charge  higher  amounts  and  pay  proportionately  in- 
creased benefits. 

For  the  administration  of  the  insurance  a  system  of  local  funds 
has  been  devised,  each  under  democratic  control  by  committees  and 
directors  chosen  half  and  half  from  employers  and  employes.  A 
state  social  insurance  commission  will  supervise  the  workings  of  the 
funds. 

Preventive  ■  Effect  of  Health  Insurance 

So  far  health  insurance  has  been  discussed  only  in  its  relief  and 
curative  aspects.  But  it  is  an  axiom  in  the  business  world  that  no 
sooner  is  an  adequate  system  of  insurance  set  up  than  it  incites  ef- 
forts for  the  reduction  of  the  risk  against  which  it  offers  protection. 
Fire  underwriters  not  only  insure  against  fire — they  inspect  build- 
ings and  raise  the  standards  of  safety  against  conflagration.  Work- 
men's compensation  not  only  secures  indemnity  to  the  injured  work- 
man or  his  orphaned  children,  but  it  provokes  a  movement  for 
"Safety  First!"  Large  industrial  concerns  such  as  .the  General 
Electric  Company  and  the  American  Locomotive  Company  are  now 
proudly  preventing  from  30  to  60  per  cent  of  the  accidents  which 
before  the  coming  of  compensation  they  accepted  aa  "inevitable." 
In  the  same  way  the  proponents  of  health  insurance  confidently  count 
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on  the  adoption  of  the  standard  bill  to  launch  a  mighty  movement 
for  "Health  First." 

As  has  been  said,  employers,  employes  and  the  state  are  today 
jointly  responsible  for  sickness.  Persistent  monthly  levies  upon  their 
several  pocketbooks  to  meet  the  expenses  of  the  prescribed  benefits 
should  rouse  a  campaign  for  industrial  and  social  sanitation  such  as 
no  army  of  factory  and  housing  inspectors  could  ever  hope  to. 
Under  its  influence  we  may  expect  to  see  industrial  poisons  con- 
trolled, the  work-day  and  speeding-up  brought  within  physiological 
limits,  habits  of  personal  hygiene  remodelled,  and  preventive  medi- 
cine flourish,  beyond  the  highest  hopes  of  an  older  generation  of 
progressive  thinkers. 

The  American  Outlook 
The  California  and  the  Massachusetts  legislative  commissions 
which  are  now  studying  health  insurance  are  also  instructed  to  go 
into  other  fields  of  social  protection  of  wage-earners,  such  as  in- 
surance against  unemployment  and  old  age.  A  resolution  for  a 
similar  commission  under  congressional  auspices  was  the  subject  last 
April  of  intensely  interesting  hearings  before  the  house  committee  on 
labor.  Numerous  state  and  national  political  platforms  pronounce 
in  favor  of  various  sections  of  the  program,  and  there  seems  to  be 
little  room  for  doubt  that  individualistic  America  is  at  last  about 
to  enter  on  a  comprehensive  campaign  for  the  reduction  of  some  of 
our  worst  industrial  evils  through  the  method  of  social  insurance  with 
its  effective  cooperative  pressure. 
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By  Alexandbb  Flbishbb,  Ph.D., 
Supervisor,  Welfare  Division,  Metropolitan  Life  Insurance  Company,  New  York. 

Within  the  last  fifty  years,  the  development  of  new  industries 
and  the  expansion  of  old  ones  have  necessitated  concentration  into 
larger  industrial  units.  The  small  factory  and  workshop,  the  in- 
dividual proprietor  and  hia  few  employes,  are  becoming  less  frequent 
.  components  of  modern  business.  With  this  increase  in  the  number 
of  workers  and  the  amount  of  capital  under  one  management,  a 
development  that  has  called  for  leaders  of  constructive  initiative, 
has  come  a  change  in  the  conditions  surrounding  the  worker. 

This  change  in  working  conditions  has  been  of  two  kinds, — that 
forced  upon  the  employer  and  that  voluntarily  granted  by  him.  The 
first  grouping  comprises  those  changes  brought  about  through  legisla- 
tion,— such  as  laws  limiting  the  hours  of  labor,  those  providing  for 
the  sanitation  of  factories,  for  compensation  for  industrial  accidents, 
— and  those  brought  about  by  employes  themselves  through  strikes 
and  through  arbitration  and  conciliation. 

Our  immediate  concern  has  to  do  with  the  second  grouping, 
those  changes  voluntarily  granted  by  the  employer.  Such  efforts 
on  the  part  of  some  employers  to  improve  the  conditions  of  their 
employes  in  the  workshop  and  in  their  homes  have  been  known,  do 
single  term  being  uniformly  accepted,  as  industrial  betterment, 
welfare  work,  and  service  for  employes.  The  range  of  the  activities 
and  the  fact  that  the  field  is  not  fixed  have  made  simple  definition 
difficult.  There  is  little  uniformity  in  the  efforts  and  plans  of  the 
employers  who  have  undertaken  this  work.  Because  of  the  fun- 
damental consideration  that  the  work  be  done  voluntarily,  the  field 
is  constantly  changing.  If  the  service  given  by  some  employers  is 
made  statutory  and  all  employers  within  the  jurisdiction  of  the 
legislature  are  compelled  to  furnish  it,  in  such  states  it  can  no 
longer  be  considered  welfare  work.  This  is  the  case,  for  example, 
in  compensation  for  industrial  accidents,  formerly  given  voluntarily 
by  some  concerns,  now  compulsory  in  many  states  through  a  work- 
men's compensation  law.  Moreover,  it  must  be  in  addition  to,  and 
60 
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not  a  substitute  for,  such  wages,  hours  of  labor,  and  working  condi- 
tions as  are  prevalent  in  the  community  in  which  it  is  undertaken. 
Welfare  work  may  therefore  be  defined  as  that  service  given  by 
employers  to  their  employes,  beyond  the  requirements  imposed  by 
law  or  forced  by  employes,  and  in  addition  to  the  conditions  of 
employment  prevalent  in  their  community. 

Welfare  Wobk  that  Is  Being  Donb 
Although  welfare  work  is  by  no  means  a  new  thing,  it  has  had  its 
greatest  development  within  the  past  few  years.  It  has  unques- 
tionably existed  wherever  an  employer  was  particularly  farsighted 
or  unusually  interested  in  the  well-being  of  his  employes.  We  find 
records  of  special  provision  and  care  in  some  of  the  old  apprentice- 
ship contracts  and  in  the  work  of  Robert  Owen  at  New  Lanark,  to 
quote  only  two  examples.  But  welfare  work  on  a  large  scale,  even 
at  the  present  day,  is  spreading  but  slowly  to  include  those  engaged 
in  agriculture  and  domestic  service.  It  has  been  extended  prin- 
cipally to  those  employed  in  transportation  and  in  manufacturing 
and  mercantile  establishments,  and,  in  spite  of  its  recent  growth,  it 
is  as  yet  affecting  only  a  comparatively  small  percentage  of  these 
workers.  But  the  fact  that  it  is  spreading  under  the  guidance  of 
acknowledged  industrial  leaders  indicates  that  it  is  becoming  an 
integral  part  of  modern  industry. 

The  welfare  activities  undertaken  by  employers  are  varied. 
No  one  employer  has  attempted  all  of  them.  Some  have  gone  far 
beyond  the  requirements  of  the  law  in  providing  sanitary  factories; 
others  have  extended  their  interest  to  include  the  housing  of  their 
employes.  Some  have  emphasized  the  need  of  safe  workrooms; 
again  others  have  put  stress  upon  safe  workers.  The  development 
has  been  sporadic.  There  has  been  slight  uniformity  either  accord- 
ing to  industry  or  locality.  Certain  employers  have  done  intensive 
welfare  work.  For  instance,  with  the  health  of  the  employe  as 
their  principal  interest,  they  have  provided  medical  care,  with 
sanatorium  treatment  and  various  kinds  of  clinics.  Other  employers 
have  done  extensive  work.  One  industry,  for  example,  which  has 
developed  its  own  industrial  community,  includes  the  housing,  rec- 
reation and  education,  not  only  of  its  employes  but  of  their  families 
in  its  scope  of  activities. 

Four  problems  of  prime  importance, — the  workplace,  vacations, 
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wage-  payments,  and  employment  and  discharge, — usually  are  given 
first  consideration  by  employers.  With  the  aid  of  modern  engineer- 
ing knowledge,  attention  is  being  given,  in  erecting  new  buildings 
and  remodeling  old  ones,  to  facilities  for  light,  beat,  ventilation  and 
protection  from  fire  and  from  dangerous  machinery.  In  the  matter 
of  light,  for  example,  the  placing  of  the  machine  is  determined  by 
the  location  at  which  the  operator  will  receive  the  maximum  natural 
light  without  injury  to  his  sight.  Again,  the  heating  of  the  work- 
room is  determined  by  that  temperature  which  assures  the  maximum 
energy  of  the  worker. 

An  increasing  number  of  employers  are  beginning  to  recognize  the 
importance  of  vacation  periods.  In  many  manufacturing  establish- 
ments the  period  of  stock-taking  and  repair  is  made  a  compulsory 
vacation  for  the  majority  of  the  employes.  Vacations  with  pay  are 
becoming  more  common,  although,  as  a  general  practice,  this  ad- 
vantage has  been  extended  only  to  office  employes.  In  some  in- 
dustries provision  is  made  for  regular  rest  periods  during  working 
hours. 

Some  fundamental  improvements  have  been  made  in  the  matter 
of  wage-payments.  The  cash  payment  is  replacing  the  check,  a 
change  which  does  away  with  the  petty  graft  that  accompanies  the 
cashing  of  the  check.  The  frequency  of  payment  has  been  arranged 
to  fit  the  current  needs  of  the  worker.  Pay-day  has  been  selected 
with  a  view  to  encouraging  saving. 

A  great  deal  has  been  done  by  some  employers  to  simplify,  for 
the  worker,  the  problems  of  employment  and  discharge.  One  step 
has  been  to  exercise  greater  care  in  choosing  employes.  The  object 
is  to  keep  persons  from  entering  an  industry  for  which  they  may  not 
be  physically  or  mentally  qualified.  Where  this  care  in  selection 
is  accompanied  by  a  physical  examination,  the  health  of  those  al- 
ready employed  is  also  protected.  Consideration  is  given  to  the 
aptitude  of  the  applicant  in  order  to  assure  him  work  that  will  be 
congenial.  The  power  of  discharge  is  being  taken  out  of  the  hands 
of  the  individual  foreman  and  centralized.  Thus  unfriendliness  on 
the  part  of  a  foreman,  or  the  inability  of  two  workers  in  the  same 
department  to  agree,  need  no  longer  be  cause  for  loss  of  position. 
Adjustment  of  differences  or  the  shifting  of  the  troublesome  worker 
to  another  department  is  a  more  far-sighted  solution  of  the  difficulty. 

In  addition  to  these  activities,  employers  have  concerned  them- 
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selves  with  conditions  in  their  employee'  lives.  It  is  impossible  in 
so  short  a  statement  as  this,  to  go  into  detail  in  regard  to  the  plans 
in  force  in  this  type  of  welfare  work.  The  following  summary  will 
give,  perhaps,  some  idea  of  the  extent  of  these  activities: 

1 — Medical  Work  (a)  Preventive:  (1)  Medical  Examination*  (on  entrance  and 
annual) 

(2)  Rest  Rooms 

(3)  Washing  and  Bathing  Facilities 

(4)  Home  Nursing 
(6)  Lunch  Rooms 

(b)  Curative        (1)  Dispensaries  and  Hospitals 

(2)  Special  Clinics  (Optical,  Dental,  etc.) 

(3)  Tuberculosis  Care 
2 — Savings  and  Insurance:  (a)  Loans — (1)  Remedial 

(2)  Building 

(b)  Insurance — (1)  Sickness 

(2)  Life 

(3)  Old  Age 

(c)  Profit  Sharing 

(d)  Savings  Plans 

3 — Recreational  Activities:  (a)  Clubs  and  Association 

(b)  Entertainments,  Concerts,  etc. 
4— i Education  of  Workers:  (a)  Training  for  Jobs 

(b)  Training  in  Jobs 

(e)  Training  in  Citizenship 

(d)  Promotion  and  Records 
6 — Can  outside  of  Working  Hours:  (a)  Housing 

(b)  Recreation 

(c)  Care  of  Families 

In  this  group  the  prevailing  interest,  and  consequently  the 
present  greatest  development,  seems  to  be  in  medical  care  for  em- 
ployes. In  the  growth  of  welfare  activities  in  an  institution  doing 
a  wide  variety  of  welfare  work,  this  has  usually  been  the  starting 
point;  other  efforts  have  followed.  Should  a  general  plan  of  health 
insurance  develop,  it  seems  probable  that  this  will  be  even  more 
generally  true. 

Reasons  fob  Wbuabe  Work 
There  are  a  number  of  plausible  reasons  to  offer  for  the  under- 
taking of  welfare  work  by  employers.    Some  have  been  offered  by 
the  friends  of  welfare  work,  others  by  those  opposed  to  it.    It  is 
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hardly  likely  that  the  interest  of  any  employer  in  welfare  work  can 
be  traced  to  any  one  reason  alone. 

The  pride  of  the  individual  owner  in  the  plant  that  he  controls 
and  his  personal  interest  in  his  employes  play  an  important  part  in 
the  beginning  of  welfare  work.  This  is  especially  true  in  communi- 
ties controlled,  in  large  measure,  by  a  single  industrial  organization. 

A  more  important  cause,  and  one  that  we  like  to  believe  is  true 
of  welfare  activities  now  beginning,  is  the  development  of  social 
vision  among  owners  and  managers.  It  is  the  worker's  present 
labor  that  is  being  exchanged  for  wages;  not  his  future  earning 
power.  When  President  Wilson,  during  the  recent  railroad  con- 
troversy, stated  that  labor  is  more  than  a  commodity  because 
a  man's  labor  is  part  of  his  life,  he  put  this  conviction  into 
words. 

A  reason  of  some  weight  that  can  be  given  as  one  of  the  causes 
of  welfare  activities  is  that  industry  has  begun  to  appreciate  the 
importance  of  the  human  factor  in  production.  This  has  been  a 
result  of  the  modem  need  of  efficient  management.  Machines  alone 
do  not  do  the  work.  The  loyalty  and  interest  of  a  stable  labor  force 
are  essential  to  the  securing  of  maximum  production  in  large  quanti- 
ties. Welfare  work  emphasizes  the  human  element  in  industry  and 
does  away  with  the  concept  of  men  as  machines.  It  wins  the  loyalty 
and  interest  of  the  workers.  Among  progressive  organizations  this 
has  caused  an  increasing  consideration  of  welfare  work.  In  in- 
dustrial centers,  during  times  of  prosperity,  there  is  competition 
for  high-grade  workers.  It  seems  likely  that  welfare  activities 
attach  employes  to  their  plant  and  help  attract  new  workers.  In 
this  connection  it  may  be  of  interest  to  refer  to  an  advertisement 
that  appeared  recently  in  the  newspapers  of  New  York  City,  asking 
the  services  of  a  hundred  workers,  and  placing  all  emphasis  upon  the 
advantage  offered  in  cheerful  and  sanitary  working  conditions,  rest 
rooms  and  lunch-room  facilities,  with  extras  at  cost. 

It  has,  in  fact,  been  the  contention  of  labor  leaders  that  em- 
ployers begin  welfare  activities  for  a  stronger  reason  than  that  they 
think  it  pays.  They  claim  that  employers  use  welfare  work  as  a 
club  against  employes'  organizations.  Some  support  was  given  to 
this  view  in  the  recent  railway  struggle  when  a  few  officials  urged 
their  employes  to  refrain  from  striking,  since  by  so  doing  they  would 
sacrifice  all  rights  to  the  savings  and  pension  plans  of  the  company. 
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However,  it  is  very  doubtful  that  the  inception  of  welfare  work  is 
any  industry  waB  done  solely  with  the  desire  to  destroy  or  forestall 
union  activity. 

It  has  likewise  been  stated  by  those  who  are  unfriendly  to  wel- 
fare activities  that  it  has  been  given  as  a  substitute  for  wages.  Here 
again  it  is  doubtful  whether  the  initial  object  was  to  keep  wages  low. 
Welfare  activities  are  not  inexpensive  undertakings.  The  wages 
paid  by  organizations  doing  welfare  work  usually  bear  comparison 
with  others  in  the  same  field  of  industry. 

Another  reason  for  the  development  of  this  service  for  employes 
by  organizations  like  public  service  corporations  and  others  super- 
vised by  public  bodies  may  be  to  secure  the  support  of  the  public. 

Results  or  Welfare  Work 

What  has  welfare  work  accomplished?  Has  it  benefited  in- 
dustry, the  worker,  and  the  community?  Undoubtedly,  it  has 
gratified  the  pride  of  many  an  owner  in  his  establishemnt.  And,  too, 
where  social  vision  may  have  been  at  the  root  of  much  welfare  ac- 
tivity, welfare  work  has  more  likely  developed  the  social  point  of 
view  in  employers  who  began  these  activities  for  other  reasons. 

Industry,  however,  is  seeking  more  tangible  results  from  its 
welfare  work  than  this.  Unfortunately,  at  this  time,  it  has  not 
produced  comparable  figures  of  increased  production  or  reduced 
costs.  Individual  instances  there  are  where  a  discriminating  choice 
of  employes,  coupled  with  the  care  of  those  employed,  has  resulted 
in  an  increase  in  output,  but  there  has  been  no  analysis  of  the  results 
of  a  large  number  of  those  organizations  which  have  undertaken 
welfare  work.  In  spite  of  this  lack  of  figures,  the  pioneers  of  welfare 
work  have  faith  in  its  usefulness.  They  claim  that  it  justifies  its 
cost  when  it  stabilizes  the  labor  force.  Absence  from  any  cause, — 
be  it  sickness,  accident,  lack  of  interest, — is  expensive.  A  little 
dispensary  care  may  prevent  an  illness;  glasses  for  an  operator  may 
eliminate  his  spoiled  work,  and  so  on.  Employers  claim  also  that 
welfare  work  pays  when  it  has  awakened  the  interest  of  the  employe 
in  his  work. 

Efforts  to  arouse  the  worker's  interest  have  proved  of  great 
benefit  to  the  employe  himself.  Working  conditions  have  been 
improved;  efforts  are  made  to  eliminate  preventable  accidents  and 
sickness;  cooperative  provision  is  made  for  these  contingencies 
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when  they  occur.    Worry  over  the  future  is  removed  by  the  reduc- 
tion of  the  fear  of  incapacity,  and  of  loss  of  position. 

The  community  requires  two  things,  maximum  production  and 
healthy,  contented  workers.  Welfare  work  is  based  upon  the 
supposition  that  these  two  go  hand  in  hand.  It  will  be  of  value  to 
the  community  as  it  develops  both.  As  yet,  except  in  isolated  in- 
stances, welfare  work  has  been  too  limited  to  warrant  the  state- 
ment that  it  affects  the  community  appreciably.  But  any  efforts 
of  this  kind  seem  of  community  value  since  they  set  a  higher  standard 
for  industry,  and  lead  the  community  to  raise  the  minimum  set  by 
law. 

The  Futubb  or  Welfare  Work 

Although  welfare  work  has  been  of  value  to  employers,  to 
employes,  and  to  the  community,  it  must  be  widely  extended  if  it 
ia  to  play  an  important  part  in  the  development  of  American  in- 
dustry. A  much  larger  percentage  of  workers  must  be  affected,  not 
necessarily  by  all  existing  forms  of  welfare  work  but  by  such  kinds 
as  prove  to  be  of  first  importance.  Even  in  those  organizations 
which  are  already  interested  in  welfare  work,  there  is  room  for 
development  in  these  activities.  Welfare  work  is  still  too  new  to 
have  been  perfected  by  any  organization. 

If  the  standards  of  industry  for  its  workers  are  to  advance 
beyond  the  minimum  standards  fixed  by  law,  two  developments  are 
essential.  There  must  be  analyses  of  the  results  of  welfare  work  so 
that  it  may  be  apparent  to  doubting  employers  that  welfare  work 
pays.  There  must  be  a  democratizing  of  these  activities  in  order 
to  overcome  the  hostility  and  criticism  of  the  workers. 

Welfare  work  has  passed  through  its  first  stage,  that  of  ex- 
perimentation. The  second  period,  one  of  interpretation  and 
evolution,  has  been  reached.  The  future  of  welfare  work  depends 
upon  the  results  of  this  scrutiny.  If  welfare  work  is  shown  to  be  of 
value,  if  it  can  be  co-related  to  successful  management,  it  will  enter 
into  its  third  period,  that  of  extension  and  expansion. 

More  important,  perhaps,  is  the  problem  of  making  welfare 
work  democratic.  At  present,  most  of  this  work  is  controlled 
by  the  employers  who  have  interested  themselves  in  it.  This 
has  called  forth  the  criticism  that  employes  need  a  share 
in  the  control  of  these  activities  and  partial  responsibility  for  their 
management.    Experiments  in  thia  direction  are  already  being 
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made,  especially  in  mutual  benefit  associations.  In  these  the  em- 
ployer frequently  assists  in  the  formation  of  the  organization,  makes 
contributions  to  its  funds  and  makes  suggestions  for  its  guidance. 
Welfare  work  so  managed  is  training  in  the  fundamentals  of  de- 
mocracy,— cooperative  activity  and  mutual  responsibility. 

Welfare  activities  must  not  be  utilized  to  thwart  the  aims  and 
purposes  of  organizations  of  employes.  Should  this  be  the  case, 
welfare  work  would  rightly  merit  the  hostility  of  labor  leaders  to 
which  it  is  now  occasionally  subjected.  Again,  improved  working 
conditions  are  never  a  substitute  for  reasonable  hours  or  decent 
wages.  Any  other  premise  would  at  once  eliminate  welfare  work 
as  a  proper  activity  of  industry. 

Welfare  work  has  had  a  remarkably  rapid  development.  It  has 
done  much  to  improve  the  conditions  of  labor  for  many  workers; 
through  it  legal  minimum  standards  have  been  raised.  It  must 
now  face  and  solve  a  number  of  serious  problems  if  it  is  to  continue 
to  grow.  It  is  to  be  hoped  that  it  can  do  bo  because  the  humanizing 
of  industry  for  which  it  stands  is  one  of  the  progressive  developments 
in  the  present  period  of  social  unrest. 
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BETTER   LIVING   CONDITIONS   FOR    EMPLOYES    AND 
THEIR  RELATION  TO  STABILITY  IN  EMPLOYMENT 

By  John  Ihldeb, 
Secretary,  Philadelphia  Housing  CommiBeion. 

The  keen  and  rapidly  growing  interest  that  employers  today 
take  in  the  improvement  of  living  conditions  for  employes  probably 
is  due  chiefly  to  two  causes:  first,  an  awakened  social  conscience, 
and  second,  and  largely  due  to  the  first,  a  more  intelligent  and  far- 
seeing  selfishness.  As  in  any  great  social  change  there  are,  of 
course,  also  many  minor  contributing  causes,  some  of  immediate 
or  emotional  appeal.  There  is  no  question,  for  instance,  that  some 
of  the  most  recent  housing  operations  by  industrial  concerns  are 
due  to  a  scarcity  of  labor  and  an  inability  to  get  or  retain  laborers 
unless  good  dwellings  are  provided  for  them  and  their  families. 
This  is  particularly  true  of  the  rapidly  expanded  munitions  plants. 
But  their  example  has  had  a  powerful  influence  upon  other  em- 
ployers, not  only  as  an  example  but  as  being  the  only  means  of  suc- 
cessful competition  in  the  labor  market.  With  this  has  gone  the 
emotional  appeal  of  Americanization. 

So  evident  are  these  latter,  and  as  I  believe,  minor  causes,  that, 
to  many  persons,  even  including  some  of  the  employers  who  are 
building  houses,  they  seem  the  major  causes.  And  so  at  least  the 
second  is  if  stripped  of  its  immediate  and  temporary  appeal  and 
properly  related  to  the  two  great  major  causes  that  for  years  before 
the  outbreak  of  the  European  War  bad  been  slowly  changing  the 
employer's  attitude  of  indifference  toward  conditions  outside  his 
factory  walls. 

This  attitude  of  indifference,  in  America  at  least,  was  not  the 
original  attitude.  History  does  not  exactly  repeat  itself,  but  it 
does  seem  to  work  in  an  ascending  spiral,  bringing  us  again  to 
situations  analogous  to  those  through  which  we  have  passed.  When 
America  left  the  age  of  homespun  and  entered  upon  the  industrial 
era  it  had  before  it  the  horrible  example  of  England,  pioneer  of 
industrialism.  Among  those  who  founded  the  first  textile  mills  of 
New  England  were  men  who  had  seen  with  their  own  eyes  not  only 
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the  moral  and  physical  havoc  wrought  upon  transplanted  country 
people  in  the  English  industrial  towns,  but  also  the  first  inspiring 
attempt  of  Robert  Owen  to  work  out  a  better  system.  Reinforcing 
this  lesson  was  the  difficulty  of  securing  factory  employes  in  America 
unless  they  were  assured  of  good  living  conditions.  For  practically 
the  only  source  of  factory  labor  then  was  the  farm. 

Another  interesting  analogy  between  these  beginnings  of 
American  industry  and  the  present  is  that  America  then  as  now 
was  greatly  influenced  by  a  general  European  War.  The  embargo 
of  1807  had  cut  off  the  importation  of  textiles.  Its  repeal  and  the 
enactment  of  the  non-intercourse  act  in  1809,  which  still  shut  Eng- 
land and  France  from  our  markets,  was  almost  equally  effective  in 
its  encouragement  of  home  manufacture.  Before  the  end  of  the 
War  of  1812,  American  industry  was  firmly  established. 

The  change  that  these  years  brought  about  is  indicated  in  a 
report  made  in  1810  by  Albert  Gallatin,  Secretary  of  the  Treasury, 
"that  about  two  thirds  of  the  clothing,  including  hosiery,  and 
of  the  house  and  table  linen  wom  and  used  by  the  inhabitants 
of  the  United  States  who  do  not  reside  in  cities,  is  the  product  of 
family  manufactures."  Meanwhile,  within  two  years,  the  number 
of  spindles  in  cotton  mills  increased  from  8,000  to  80,000,  and  shoe, 
hat  and  other  factories  grew  in  numbers  and  in  size.  Such  was  al- 
ready the  sequence  of  the  cotton  mill  established  at  the  falls  of  the 
Pawtucket  in  1790.  No  wonder  that  Tench  Coxe  in  his  report 
(1814)  prefaced  his  statistical  tables  of  American  manufactures 
with  a  panegyric.  "These  wonderful  machines,"  he  declaims, 
"working  as  if  they  were  animated  beings,  endowed  with  all  the 
talents  of  their  inventors,  laboring  with  organs  that  never  tire,  and 
subject  to  no  expense  of  food,  or  bed,  or  raiment,  or  dwelling,  may 
be  justly  considered  as  equivalent  to  an  immense  body  of  manu- 
facturing recruits  suddenly  enlisted  in  the  service  of  the  country." 

This  enthusiasm  is  undimmed  by  any  premonitions.  And  at 
the  time  there  was  little  ground  for  premonitions.  The  growth  of 
the  new  industries  meant  no  huddling  of  low  paid  workers  in  already 
overcrowded  cities.  The  earlier  mills  depended  upon  water-power, 
so  their  influence  was  against  rather  than  toward  the  concentration 
of  population  in  the  cities.  The  first  mill,  though  built  by  Provi- 
dence capital,  was  not  in  Providence  but  some  distance  away  at  the 
falls  of  the  Pawtucket.    Its  Rhode  Island  successors  were  scattered 
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along  the  streams  that  empty  into  NarragaiiBett  bay.  In  Massa- 
chusetts, early  industry  had  the  same  decentralizing  influence. 
Though  it  contributed  to  the  wealth  of  the  old  commercial  cities,  it 
did  not  bring  in  its  thousands  of  workers. 

Because  the  primary  need  of  the  new  mills  was  water-power, 
they  were  established  in  the  open  country.  Because  there  were 
no  houses  for  the  employes,  the  building  and  management  of  mill 
houses  was  an  essential  part  of  the  enterprise.  And  because  the 
only  available  supply  of  labor  was  the  Yankee  farmer  and  especially 
the  Yankee  farmer's  daughter,  the  houses  were  well  built  and  the 
management  above  serious  criticism — except  perhaps  for  its  strict- 
ness. Especially  over  the  large  boarding  houses  provided  for  their 
girl  operatives  did  the  mill  managers  exercise  an  oversight  that  was 
really  paternal.  They  were  most  careful  in  the  selection  of  house- 
keepers who  were  to  stand  in  loco  parentis.  They  saw  to  it  that 
the  houses  were  well  kept,  that  the  food  was  good.  They  made  and 
enforced  rules  of  conduct.  Not  only  must  the  girls  be  in  at  a  certain 
hour  in  the  evening,  but  they  must  attend  church  on  Sunday. 

The  family  dwellings  were  not  so  strictly  supervised,  but  they 
were  well  built  and  well  maintained.  Some  of  the  first  village  mill 
houses  are  still  occupied  by  mill  workers  and  are  still  excellent 
dwellings,  the  chief  criticism  that  may  be  made  of  them  being  their 
lack  of  modem  sanitary  equipment  and,  perhaps,  a  lack  of  suffi- 
cient window  space  in  attic  bedrooms. 

But  water-power  as  then  developed  was  unreliable.  Coal  came 
to  be,  and  still  is  in  some  of  the  oldest  mills,  a  supplementary  source 
of  power.  Then  mills  were  built  which  depended  upon  coal  alone. 
These  new  mills  were  no  longer  scattered  along  the  valleys  but  were 
grouped  at  transportation  points.  Some  of  the  first  mill  villages 
still  remain  villages,  but  others  have  grown  into  cities:  Pawtucket, 
Lowell,  Lawrence.  Others  have'  disappeared,  their  strength  gone 
to  swey  that  of  some  larger  community.  So  industry  brought  not 
only  its  wealth  but  its  workers  to  the  cities,  or  by  concentrating 
developed  cities  where  only  villages  had  been  before. 

With  this  change  came  what  virtually  amounted  to- a  trans- 
formation in  the  living  conditions  of  the  mill  workers.  In  the  old 
days  there  had  been  a  continuance  of  the  friendly,  neighborly  re- 
lation between  the  employer  and  the  employe  that  marked  the  pre- 
ceding era  of  the  small  shop.    In  the  early  days  of  Lowell  mill  girls 
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Tinted  the  family  of  the  manager.  The  employes  had  organiza- 
tions designed  to  advance  them  in  their  work,  like  the  Middlesex 
Mechanics'  Association,  and  the  girls  had  reading  clubs.  Those 
of  Lowell  even  wrote  and  published  a  magazine  from  1840  to  1848. 
This  was,  in  some  ways,  the  golden  age  of  American  industry,  an 
age  in  which  employer  and  employe  had  a  common  heritage,  had 
standards  which,  if  not  identical,  were  at  least  like  enough  so  that 
each  could  understand  the  other's.  Wages  were  comparatively 
high. .  The  girls,  who  formed  the  great  majority  of  the  operatives, 
usually  came  to  the  mills  for  a  few  years  only,  lived,  while  there, 
under  good  conditions,  and  then  returned  to  their  farms.  The  men 
looked  forward  to  advancement. 

But  when  villages  changed  to  cities  all  else  changed.-  Houses 
were  built  by  others  than  the  companies.  First  to  feel  the  effect 
were  the  boarding  houses.  Girls  who  resented  the  strict  supervision 
of  the  boarding  housekeepers  moved  into  private  quarters.  To 
take  their  places  outsiders  were  admitted.  Then  the  housekeepers 
complained  that  they  could  make  no  profit,  so  two  or  three  houses 
were  combined  under  one  management  and  boarders  who  lodged 
elsewhere  were  admitted  to  the  dining-room.  Discipline  necessarily 
suffered  and  finally  the  mill  managements  closed  most  of  their 
boarding  houses. 

With  the  family  dwellings  a  similar  but  Jess  pronounced  change 
took  place.  The  desire  for  greater  independence  led  many  men 
to  rent  or  buy  houses  erected  by  the  speculative  builder,  even 
though  the  cost  was  much  greater  than  that  of  the  mill  houses. 
So  great  did  this  defection  become  that  some  of  the  mills  were 
forced  to  take  as  tenants  families  who  had  no  connection  with  the 
industry.  Others  converted  their  dwellings  into  store  houses. 
Others  sold.  Almost  immediately  rents  went  up,  doubled  and 
trebled.  For  the  mill  houses  had  not  been,  and  usually  are  not 
now,  operated  on  a  profit-making  basis. 

While  this  was  going  on  a  new  element  came  into  the  life  of  the 
industrial  communities  and  hastened  the  change.  Though  Coxe 
in  his  panegyric  had  proclaimed  that  the  new  machinery  which  was 
taking  the  place  of  the  old  hand  looms  might  be  considered  as 
equivalent  to  an  immense  body  of  manufacturing  recruits,  there 
had  been  difficulty  from  the  beginning  in  securing  enough  workers 
to  tend  this  new  machinery.    One  of  the  chief  concerns  of  the 
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earlier  manufacturers  had  been  to  prove  to  the  New  England  coun- 
try girl  that  factory  life  would  not  lower  her  in  her  self  respect  or  in 
the  respect  of  others.  So  the  coming  of  immigrants  was  hailed. 
The  first  of  these  were  English  and  Scotch.  Then  came  the  Irish, 
whose  numbers  were  swelled  by  the  great  famine  in  the  middle  of  the 
century.  After  them  came  the  French  Canadians  and,  more  re- 
cently, the  peoples  from  southern  and  eastern  Europe  and  from 
Asia. 

Each  of  these  groups  of  aliens  has  more  or  less  completely 
pushed  its  predecessor  out  of  the  lower  paid  and  less  skilled  posi- 
tions. Coinciding  as  their  coming  did  with  the  weakening  of  the 
mill  house  system  and  with  the  concentration  of  industries,  it  has 
aided  in  the  transformation  of  the  older  industrial  communities  of 
the  East  and  has  been  a  potent  factor  in  preventing  the  develop- 
ment of  similar  communities  in  the  newer  parts  of  the  country. 
Even  with  the  English  operatives  there  was  no  longer  a  feeling  of  a 
common  heritage  or  common  traditions  between  employer  and  em- 
ployed. With  the  coming  of  the  Irish,  with  their  lower  standards 
of  living,  their  untidy  shacks  and  hovels,  the  gulf  widened.  And 
when  to  the  Irish  there  succeeded  the  Latins,  Slavs  and  Asiatics, 
the  gulf  became  seemingly  impassable.  Then  the  theory  that  the 
employer  has  no  concern  in  the  living  conditions  of  his  employes 
gained  credence.  Then  developed  the  Lawrence,  the  Lowell,  the 
Pittsburgh,  the  South  Chicago  that  we  know  today. 

Coming  as  they  did  when  economic  forces  had  already  weakened 
the  old  human  relationship  between  employer  and  employe,  these 
peoples  of  different  standards,  of  different  traditions,  of  different 
tongues,  confirmed  an  inclination  on  the  employer's  part  to  shake 
off  a  responsibility  that  had  ceased  to  give  satisfaction  and  had 
grown  irksome.  For  it  must  be  remembered  that  the  owners  of 
even  the  earlier  mills  were  often  not  residents  of  the  mill  villages. 
The  founder  of  the  first  mill,  at  Pawtucket,  lived  in  Providence, 
not  very  far  away  but  still  in  a  different  environment.  The  found- 
ers of  Lowell,  present  owners  of  the  great  mills  at  Lowell  and 
Lawrence,  lived  in  Boston.  While  their  employes  were  Americans 
there  was  a  bond  that  bridged  distance.  When  their  employes 
became  aliens  the  bond  disappeared. 

Such  generalizations  are,  of  course,  subject  to  exceptions.  As 
many  of  the  villages  did  not  grow  to  be  cities,  so  many  of  the  mill 
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owners  did  and  do  live  in  or  near  the  village  or  the  city  where  their 
wealth  is  produced.  When  this  is  true  in  a  village,  living  condi- 
tions are  likely  to  be  better  because  of  it,  though  even  then  there 
remains  the  gulf  between  native  and  alien.  In  the  cities  the  pres- 
ence of  the  employer  has  been  of  less  effect.  There  his  responsi- 
bility has  been  more  obscured.  It  is  even  more  than  a  question 
whether,  during  the  past  generation,  his  active  intervention  would 
not  have  been  resented.  The  antagonism  between  labor  and  capital, 
the  development  of  the  stock  company,  the  desire  for  independence 
on  the  worker's  part,  the  lack  of  desire  for  responsibility  on  the  part 
of  the  employer  or  manager,  the  prospect  of  gain  for  the  land  owner 
and  the  speculative  builder,  these  among  other  motives  tended  to 
make  him  set  the  boundary  of  his  interest  at  the  mill  gates. 

But  facts  are  stronger  than  theories  or  inclinations.  Because 
of  theories  and  inclinations  slums  have  spread  through  our  cities; 
new  industrial  communities  have  become  not  only  objects  of  scorn, 
but  of  deep  anxiety.  Plainly  the  employer's  concern  for  the  em- 
ploye cannot  cease  at  the  gates  of  the  mill  but  must  follow  him 
home.  Had  the  immigrant  of  foreign  tongue  arrived  earlier,  before 
the  mill  house  system  had  begun  to  break  down,  before  the  indus- 
trial city  had  appeared,  had  he  come  in  smaller  numbers  so  that 
his  value  would  have  been  greater  and  bo  that  he  might  have  been 
absorbed  into  existing  communities  instead  of  establishing  new 
ones  of  his  own,  our  industrial  history  might  have  been  quite  dif- 
ferent. Whether,  ultimately,  it  would  have  been  better  is  another 
question,  for  the  old  system  was  paternalistic  to  an  extreme  degree, 
and  had  the  Latin  and  the  Slav  been  subjected  to  it  at  the  time  of 
its  greatest  strength  the  effect  might  have  been  lasting. 

Today,  faced  with  the  fact  that  a  laissez  faire  policy  is,  in  the 
long  run,  unworkable,  we  have  also  the  experience  that  paternalism 
is  not  workable.  This  is  important  because  the  first  instinct  of 
those  who  have  power,  when  inspired  to  use  that  power  for  the  bene- 
fit of  others,  is  to  use  it  paternalistically.  Pullman  came  half  a 
century  after  the  New  England  pioneers.  And  he  has  bis  succes- 
sors today.  We  must  find  another  way.  To  be  sure  there  have 
endured  in  New  England  mill  villages,  founded  in  the  early  days  of 
American  industry,  that  still  maintain  a  paternalistic  system.  There 
are  even  neighboring  villages  of  comparatively  recent  origin  that 
have  taken  up  the  tradition.    But  their  owners  seldom  speak  of 
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them  with  enthusiasm.  Their  usual  statement  is  that  only  because 
of  force  of  circumstances  do  they  own  and  manage  dwellings.  Mean- 
while the  proprietors  of  other  industries,  finding  their  old  quarters 
within  a  city  cramped  and  unsuited  to  present  needs,  are  moving  to 
the  outskirts  or  to  small  towns  and  villages.  Often  with  them  one 
motive  has  been  the  conditions  under  which  their  employes  were 
forced  to  live.  The  owners  of  still  other  industries  find  that,  because 
of  the  growth  of  manufacturing  enterprises,  there  are  not  enough 
dwellings  in  the  city  for  the  employes  of  all. 

Bo,  for  one  cause  or  another,  the  question  has  again  forced  it- 
self upon  the  employer's  attention  as  it  had  not  since  the  beginning 
of  the  past  century.  Better  living  conditions  for  employes  must 
be  provided.  But  how  it  is  to  be  done  is  still  far  from  settled. 
Some  of  the  new  communities  are  but  unimaginative  duplicates  of 
those  which  demonstrated  their  unworkableneee  nearly  a  hundred 
years  ago.  Others,  however,  are  experiments,  more  or  less  cap-  - 
tious,  in  newer  methods.  The  most  common  of  these  is  for  tile  . 
company  to  build  houses  and  sell  them  on  easy  terms  to  its  em- 
ployes. Yet  experience  has  shown  that  this  is  but  a  temporary 
solution  of  the  problem.  Another  is  the  organisation  of  a  subsid- 
iary company  which  buys,  builds,  sells  and  rents.  Proposed,  but 
not  yet  carried  to  completion,  are  schemes  of  a  cooperative  character. 

So  we  are  today  in  an  experimental  stage.  We  are  faced  by 
the  fact  that  laissez  fairs  will  not  do.  We  have  had  experience 
which  teaches  us  that  paternalism  will  not  endure  and  that  its  end 
is  bitterness.  All  we  know  is  that  it  is  to  the  benefit  of  the  com- 
munity and  to  the  direct  and  continuing  profit  of  industry  that 
employes  be  well  housed,  that  they  live  under  good  conditions. 
Even  on  this  we  have  not,  for  America,  scientific  proof.  The 
proof  we  have  is  that  for  more  than  a  century  some  firms  have  con- 
tinued to  provide  dwellings  for  their  employes,  though  they  would 
gladly  be  quit  of  the  work  and  the  responsibility;  that  other  em- 
ployers are  beginning  to  do  the  same  thing,  though  they  undertake 
the  enterprise  with  reluctance;  that  still  other  employers  in  seeking 
new  sites  for  their  plants,  make  as  One  of  their  conditions  that  the 
neighborhood  of  the  new  site  provide  good  housing  conditions  for 
their  workers. 

Yet  when  one  seeks  facts  from  these  men  he  finds  either  that 
they  have  no  facts,  have  acted  merely  from  business  sense  and  the 
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untabulated  lessons  of  experience,  or  that  they  are  reluctant  to  dis- 
close the  facts.  As  one  of  the  motives  of  some  employers  in  provid- 
ing housing  is  to  secure  a  greater  degree  of  control  over  labor,  the 
reluctance  in  such  cases  to  disclose  facte  is  understandable.  More- 
over, there  is  today  no  complete  or  even  fairly  complete  list  of 
American  firms  that  house  and  aid  in  housing  their  employes.  In 
1904  the  Federal  Bureau  of  Labor  (as  it  was  then)  published  a  re- 
port on  The  Bowing  of  Working  People  in  the  United  States  By 
Employers.  It  listed  sixteen  companies  and  said,  "It  has  not  been 
possible  to  ascertain  that  other  establishments  in  the  United  States 
have  been  engaged  to  any  great  extent  in  similar  work,  although 
every  effort  was  made  to  cover  the  field  as  thoroughly  as  possible." 
This  list  was  inadequate  even  for  its  time.  Since  then  other  lists 
have  been  published,  each  adding  to  the  number  of  firms.  And 
in  nearly  every  case  firms  are  listed  for  the  first  time  that  had  been 
^tetaged  in  this  work  for  many  years.  The  latest  list  contains 
'^^■enty  names,  one  of  them  that  of  the  United  States  Steel  Cor- 
poration, which  alone  controls  several  towns. 

This  inability  to  secure  even  a  list  indicates  how  isolated  each 
experiment  has.  been.  Those  in  close  proximity  to  each  other 
doubtless  have  taught  each  other,  though  usually  what  they  have 
taught  has  been  learned  by  rote  rather  than  assimilated,  for  there  is 
a  likeness  about  neighboring  industrial  communities  that  is  dis- 
heartening. But  of  one  thing  their  managers  are  all  convinced, 
though  the  figures  to  prove  it  are  not  available:  good  housing  lessens 
the  number  of  strikes  and  causes  a  marked  decrease  in  the  labor 
turnover.  That  is  the  business  end.  It  is  the  immediate  consid- 
eration. Whether  good  housing  decreases  the  amount  of  sickness 
they  do  not  know.  They  have  not  thought  much  about  it.  That 
it  makes  the  men  more  contented  they  believe. 

At  the  present  time  the  Department  of  Labor  is  "taking  another 
investigation  of  the  housing  of  employes.  Perhaps  its  report  will 
contain  the  data  we  need  to  lift  the  question  from  one  of  moral 
certainty  to  one  of  demonstrated  fact. 
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By  Habbib  WsmaTOCK, 

Stats  Market  Director  of  California. 

Most  of  in  are  opposed  to  all  monopolies  except  our  own.  The 
officials  of  organized  labor,  being  a  part  of  us,  can  therefore  hardly 
be  blamed  for  being  opposed  to  the  encouragement  of  immigration. 
These  officials  feel  exactly  as  merchants  and  professional  men  would 
feel  if  they  were  asked  to  help  to  increase  the  number  of  their  com- 
petitors, and  to  that  degree  to  invite  decreased  earnings. 

The  natural  feeling  on  the  part  of  organized  labor  officials  is 
that  a  large  influx  of  immigrants  brings  lowered  wages  and  ny 
hands  to  do  the  work,  and  thus  less  work  for  each  pair  of 
do.    When  hard  times  come,  they  claim  that  these  conditio) 
ply  aggravate  the  problem  of  unemployment. 

The  officials  of  organised  labor  are  the  leading  proponents  in 
the  claim  that  immigration  has  largely  been  responsible  for  the 
existing  state  of  industrial  unrest;  that  it  has  been  the  largest  single 
factor  in  preventing  the  wage  scale  from  rising  as  rapidly  as  food 
prices;  that  it  has  done  much  to  prevent  the  development  of  better 
relations  between  employers  and  employes;  that  it  has  greatly 
hampered  the  formation  of  trade  unions  and  has  increased  the  prob- 
lem of  securing  responsible  organizations. 

I  said  that  the  officials  of  organized  labor  are  opposed  to  immi- 
gration. No  man  knows  what  is  the  attitude  on  this  question  on 
the  part  of  the  rank  and  file  of  the  three  million  trade  unionists, 
since  to  my  knowledge  there  has  never  been  a  trade  union  referen- 
dum taken  to  learn  their  attitude.  It  is  quite  likely  that  if  such 
referendum  were  taken  it  would  be  found  that  the  great  body  of 
trade  unionists,  many  of  whom  are  immigrants  or  the  immediate 
descendants  of  immigrants,  would  favor  giving  the  same  opportu- 
nities for  betterment  to  their  European  kith  and  kin  that  they  have 
,  been  permitted  to  enjoy. 

What  the  worker  in  this  country  needs  is  the  widest  oppor- 
tunity for  employment  and  the  greatest  demand  for  the  output  of 
his  handiwork. 
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Imagine  the  population  of  this  nation  reduced  from  one  hun- 
dred million  to  aay  fifty  million.  It  must  be  plain  that  under  such 
circumstances  the  home  consumption  for  the  output  of  American 
labor  would  be  cut  in  half  and  opportunities  for  employment  on  the 
part  of  the  remaining  50  per  cent  of  the  population  would  be  re- 
duced accordingly. 

On  the  other  hand,  imagine  the  population  of  the  nation  in 
due  course  doubled.  This  would  double  the  home  demand  for 
labor's  output.  The  increased  output  would  lessen  cost  of  pro- 
duction and  thus  tend  to  widen  our  world  marketB. 

A  great  cry  over  the  scarcity  of  labor  comes  from  the  farmer, 
more  especially  of  the  West.  This  very  harvest  season  has  seen  a 
call  for  harvest  hands  at  offers  of  wages  almost  prohibitory  to  the 
farmer,  and  yet  the  farm  labor  demand  was  not  supplied.    Let  this 

ition  go  on  and  in  the  near  future  farming  would  become  so 
table  as  to  cut  down  the  acreage  under  cultivation,  not  only 
of  the  scarcity  of  new  labor,  but  also  because  much  of  the, 
farm  labor  would  be  lured  to  the  cities  on  account  of  the 
higher  wages  offered  and  the  greater  city  attractions.  This  in  turn 
would  spell  yet  higher  costs  for  food,  putting  a  still  greater  burden 
on  the  consumer. 

The  European  War  has  revolutionized  world  conditions.  When 
it  shall  have  been  brought  to  an  end,  Europe  will  find  herself  poor 
indeed. 

The  world's  greatest  asset  is  its  men.  This  most  valuable  of 
all  assets  is  being  steadily  decimated  by  being  kiljed  off  and  crippled 
in  Europe  by  the  hundreds  of  thousands.  When  peace  shall  have 
been  restored,  the  nations  will  find  themselves  handicapped  not 
only  by  the  loss  of  millions  of  able-bodied  workers  carried  off  by 
the  bullet  and  by  disease,  but  also  by  other  millions  of  men  who 
through  loss  of  limb  and  of  productive  power  will  have  become 
burdens. 

There  will  be  the  greatest  scarcity  of  able-bodied  men/to  carry 
on  the  great  work  of  restoring  European  industry  and  the  ravages 
of  war. 

It  is  plain  to  foresee  that  the  governments  of  Europe  must 
establish  conditions  that  will  conserve  for  themselves  what  "remains 
of  their  brawn  and  muscle.  Every  possible  step  will  most  likely 
be  taken  to  put  a  ban  upon  emigration  of  the  able-bodied,  and 
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anyone  who  will  encourage  such  emigration  will  be  regarded  an 
an  enemy  to  the  country  and  doubtless  treated  as  such. 

Meanwhile,  while  the  warring  countries  of  Europe  are  impov- 
erishing themselves  in  men  and  in  money,  the  United  States  is  wax- 
ing rich  as  never  before  in  its  history.  Its  wealth  will  keep  on 
growing  to  proportions  never  dreamed  of  by  the  wildest  visionary. 
This  vastly  increased  wealth  must  be  profitably  employed  and  can 
best  be  profitably  employed  by  the  development  of  our  many  yet 
undeveloped  natural  resources. 

How  are  these  great  resources  to  be  developed  without  an 
adequate  labor  supply?  How  are  we  to  build  our  canals,  our  reser- 
voirs and  our  railways?  How  are  we  to  develop  our  mines,  cut 
down  our  forests,  build  our  ships,  colonize  our  lands  and  condu  at  the 
potential  great  industrial  enterprises  now  in  sight,  without  added 
supply  of  brawn  and  muscle?  Unless  all  this  is  done,  the  o 
tunities  for  still  greater  betterment  on  the  part  of  the  labor" 
with  us  are  minimized. 

We  may  deplore  the  fact,  but  the  fact  nevertheless  i 
that  our  American-born  workers  look  with  more  or  less  disdain 
upon  the  handling  of  the  pick  and  shovel.  Whatever  the  causes 
may  be,  they  do  not  and  will  not  perform  the  unavoidable  tasks 
inseparable  from  the  development  of  great  natural  resources  by 
being  "hewers  of  wood  and  drawers  of  water." 

Imagine  how  impossible  it  would  have  been,  for  example,  to 
build  the  Panama  Canal  within  even  a  lifetime,  if  none  but  Ameri- 
can citizens  were  to  have  been  employed  as  common  laborers.  Had 
there  not  been  available  a  supply  of  Jamaican  negroes,  Spanish, 
Mexican  and  other  common  labor,  the  completion  of  the  Canal  in 
all  likelihood  would  have  been  postponed  for  a  decade  or  more,  to 
the  loss  of  the  entire  world.  As  it  was,  remunerative  employment 
for  several  years  was  afforded  thousands  of  American  citizens  dur- 
ing the  construction  of  the  Canal  as  foremen,  as  engineers,  and  in 
all  the  positions  of  trust  and  responsibility. 

Another  problem  affected  by  immigration  is  that  of  domestic 
service.  Cut  off  the  supply  of  house  servants  by  restricting  immi- 
gration and  you  further  aggravate,  more  especially  in  the  West, 
the  great  existing  problem  of  securing  domestic  help.  Already  the 
cry  of  the  American  housewife  has  gone  abroad  that  the  supply  is 
entirely  inadequate  to  meet  the  demand.    The  lack  of  efficient 
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servants  and  the  great  increase  in  their  wage  have  caused  a  famine 
in  this  line  of  activity.  Again  the  fact  remains  that  for  social  and 
other  reasons  American  girls  will  not,  as  a  rule,  enter  domestic  serv- 
ice. The  shorter  hours,  the  alleged  higher  social  standing,  the 
greater  freedom  offered  by  the  shop,  the  store  and  the  office  are 
decimating  the  ranks  from  which  domestics  were  formerly  recruited. 
This  change  in  conditions  is  in  the  nature  of  a  menace  to  the  Amer- 
ican home. 

Untold  thousands  of  salaried  men  and  small  tradesmen  who 
could  formerly  afford  to  employ  one  or  more  domestic  servants 
find  that  these  have  become  luxuries  beyond  their  means.  The 
home  is  therefore  in  thousands  of  instances  being  abandoned  all 
over  the  land  for  the  boarding-house  or  the  hotel.  Children,  for- 
merly reared  in  private,  surrounded  by  proper  home  influences,  are 
now  destined  to  be  reared  in  cheap  hotels  or  boarding-houses,  with 
all  their  consequent  ills  on  childhood.  Conditions  such  as  these 
must  in  time  cause  "our  new  graves  to  become  more  numerous 
than  our  cradles."  The  only  recruiting  ground  for  domestic  help 
remains  in  Europe. 

Minimize  immigration  and  you  still  further  aggravate  the 
existing  problem  of  domestic  service. 

There  is  today  throughout  industrial  centers  a  labor  famine, 
caused  partly  by  the  cessation  of  immigration  and  partly  due  to 
many  able-bodied  men  of  foreign  birth  leaving  the  United  States 
to  fight  the  battles  of  their  native  land.  This  labor  famine  is  limit- 
ing the  possibilities  of  industrial  and  agricultural  development  and 
is  simply  a  forecast  of  what  would  follow  a  still  further  limitation 
of  immigration.  The  unprecedented  industrial  and  agricultural 
expansion  which  has  taken  place  in  this  country  in  recent  decades 
is  primarily  due  to  immigration.  Without  it,  development  along 
such  lines  would  long  since  have  ceased. 

The  possibilities  in  all  directions  in  this  country  are  as  yet 
limitless.  We  can  better  appreciate  this  when  we  realize  that  the 
State  of  Texas  with  England's  density  of  population  could  alone 
accommodate  the  people  of  the  entire  United  States. 

Every  able-bodied  male  or  female  producer,  literate  or  illiter- 
ate, that  can  be  brought  to  this  country  with  sound  body  and  good 
character  is  an  added  asset. 

It  has  been  pointed  out  that  a  first  class  black  slave  was  worth 
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before  the  Civil  War,  $1,500.    How  much  more  then  should  a 
healthy,  able-bodied,  free,  white  man  be  worth  to  the  country? 

It  ia  true  that  at  times  our  congested  centers  are  seemingly 
overloaded  with  labor.  A  goodly  percentage  of  this  overload  will 
be  found  to  be  among  seasonal  workers,  temporarily  out  of  employ- 
ment because  of  climatic  conditions,  as  well  as  the  disabled,  the 
incompetent,  the  unwilling,  or  the  victims  of  drink,  drugs  or  disease. 

These  conditions  could  in  a  measure  be  minimised  if  we  were 
to  follow  the  plan  pursued'by  the  Argentine  Republic  and  other 
South  American  countries,  which  furnish  free  transportation  within 
their  borders  to  new  arrivals  in  order  to  minimize  labor  congestion. 

It  is  not  a  question  so  much  of  giving  population  across  the 
sea  so  large  a  place  in  our  regard  and  in  our  hospitality,  as  it  ia  a 
question  of  seeking  the  welfare  and  development  of  our  own  nation, 
and  all  its  wonderful  resources. 

We  are  told  that  immigration  tends  to  beat  down  wages;  but 
the  fact  remains  that  wages  have  advanced  more  rapidly  and  hours 
of  labor  have  been  shortened  more  during  the  periods  of  our 
greatest  European  immigration  than  in  any  previous  period  in 
our  industrial  history. 

It  has  been  pointed  out  that 
eighty-five  per  cent  of  all  labor  in  the  slaughtering  and  packing  industries  ia  done 
by  alien  laborers.  They  mine  seven-tenths  of  our  bituminous  coal.  They  do 
78  per  cent  of  the  work  in  the  woolen  mills,  nine-tenths  of  all  the  labor  in  the  cot- 
ton mills,  and  make  nineteen-twentietha  of  all  the  clothing.  Immigrants  make 
more  than  half  the  shoes  in  the  country.  They  turn  out  four-fifths  of  our  furni- 
ture, half  the  tobacco  and  cigars  and  nearly  all  of  our  sugar.  In  the  iron  and 
steel  industries,  immigrants  share  all  the  risks. 

The  workman  at  one  time  looked  upon  the  invention  of  every 
labor-saving  device  as  a  menace  and  a  competitor  likely  to  rob  him 
of  his  job.  Time  has  shown  that,  instead  of  robbing  men  of  labor, 
these  devices  have  created  untold  new  avenues  of  labor.  The 
lessened  cost  of  production  made  possible  by  labor-saving  devices  ' 
has  greatly  increased  consumption  and  thus  in  turn  tremendously 
increased  the  demand  for  labor. 

The  immigrant,  by  furnishing  the  needed  labor,  opens  out  new 
productive  possibilities  that  otherwise  would  remain  closed,  so  that 
instead  of  robbing  those  here  of  work,  his  presence  makes  new  and 
still  more  abundant  work  possible. 
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Despite  the  alleged  excessive  immigration  of  recent  decades, 
the  fact  remains  that  the  ratio  between  foreign-  and  native-born 
during  the  past  fifty  years  remains  substantially  the  same.  The 
census  shows  that  in  1860  the  foreign-born  were  13.2  per  cent  of 
the  population,  and  in  1910  were  but  14.7  per  cent.  Wages  are 
higher,  working  hours  shorter,  and  standards  of  living  far  in  advance 
in  the  United  States  today  compared  with  1860. 

It  has  been  pointed  out  that  immigrants  have  a  passion  for 
educating  their  children.  The  United  States  Commissioner  of 
Education  tells  us  in  a  Bulletin  that 

tliR  least  illiterate  element  of  our  children  is  the  native-born  children  of  foreign- 
born  parents.  The  illiteracy  among  the  children  of  native-born  paxenta  is  three 
tunes  as  great  w  that  among  the  native-bom  children  of  foreign-born  parents. 

We  find  then  that  labor  leaders  and  those  wbo  sympathise 
with  their  point  of  view  are  not  warranted  by  the  facts  in  opposing 
immigration.  We  find  that  our  industrial  needs,  our  agricultural 
needs,  our  domestic  needs,  all  demand  that  we  shall  continue  to 
extend  the  hand  of  welcome  to  every  decent,  able-bodied  man  and 
woman  wbo  is  willing  to  come  and  work  among  us.  We  find  that 
the  greatest  progress  we  have  made  in  trade,  in  industry,  in  com- 
merce, in  agriculture,  in  education,  in  the  arts  and  sciences  and  in 
social  welfare  has  been  made  during  the  decades  when  immigration 
in  this  country  has  been  greatest.  We  believe  that  ample  provision 
has  been  made  by  law  to  keep  out  the  mentally,  morally,  and  phys- 
ically unfit.  We  believe  that  these  laws  should  be  rigidly  enforced 
and  that  if  the  present  machinery  for  doing  so  is  inadequate  it  should 
be  bettered  and  perfected.  We  believe  that  in  order  to  make  still 
greater  progress  along  all  lines  of  human  endeavor,  we  can  with 
perfect  safety  and  advantage  to  ourselves  and  to  our  children,  as 
well  as  to  the  advantage  of  the  fit  immigrants  and  their  children, 
invite  them  to  be  of  us  and  with  us  for  their  good  and  for  ours. 
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THE  PSYCHOLOGY  OF  FLOATING  WORKERS 

By  Peter  Alexandre  Speek,  Ph.D., 

Legislative  Reference  Division,  Library  of  Congress,  Washington,  D.  C. 

I 

The  evolution  of  productive  factors  is  characterised  by  a 

I  gradual  replacement  of  physical  exertion  by  mental— of  muscles 

j  by  brains.     The  human  being  as  motive  power  in  the  process  of 

production  is  becoming  more  and  more  a  directing  powers — in  the 

sense  that  he  directs  the  machines  that  do  the  actual  work.    Thus 

the  imaginative  an'd  attentive  abilities — will  power,  discipline,  in 

short,  the  psychology  of  laborers — are  gaining  more  importance, 

viewed  from  the  standpoint  of  efficiency  in  production. 

Notwithstanding  the  interdependence  of  efficiency  and  general 
well-being  of  the  worker — a  fact  generally  accepted  in  theory — 
the  psychology  of  workers  has  not  to  any  extent  been  studied  either 
by  the  efficiency  experts  or  by  psychologists  and  sociologists. 
In  this  brief  article  are  given  some  of  the  results  of  an  investigation 
of  the  psychology  of  unskilled  laborers  which  was  made  by  the 
writer  in  1913-1915  for  the  United  States  Commission  on  Industrial 
Relations. 

II 
In  the  normal  times,  before  the  present  war,1  it  was  a  well- 
!  recognized  fact  that  the  numbers  of  the  unskilled  laborers  were  in- 
creasing rapidly  as  compared  with  the  numbers  of  the  skilled,  and 
that  the  numbers  of  the  lowest  grades  of  the  unskilled  laborers — 
called  migratory  and  casual  laborers,  drifters,  hoboes,  rounders, 
blanket-stiffs,  etc.,  in  short,  the  floaters — and  of  the  unemployables 
— called  tramps,  bums,  snow-birds,  knights  of  the  road,  vagabonds, 
yeggmen,  petty  criminals,  etc.,  in  short,  the  down-and-outs — were 
increasing  more  rapidly  than  was  the  general  population  of  the 
United  States. 

There  are  no  statistical  data  to  show  the  actual  numbers  of 
these  elements  of  the  population,  nor  are  there  comparative  data 
1  This  article  does  not  attempt  to  deal  with  the  abnormal  conditions  during 
the  time  of  the  European  War. 
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to  indicate  the  tendency  of  their  proportionate  growth  during  periods 
of  time.  Neither  is  there  any  machinery  established  by  which  such 
data  may  be  gathered. 

Loose  estimates,  or  rather  guesses,  put  the  actual  numbers  of  \ 
the  lowest  grades  described — floaters  and  down-and-outs — some- 
where above  five  million.  More  reliable  seems  to  be  the  impression  / 
prevailing  among  students  of  industrial  problems — labor  leaders, 
employers,  charity  workers  and  the  laborers  themselves — that  the 
numbers  of  these  laborers,  and  especially  the  men  of  the  down-and- 
out  type,  are  increasing  more  rapidly  than  are  the  other  classes  of 
population  in  the' country.    Such  persons  usually  point  out  that: 

1.  Unemployment  has  become  an  ever-present  condition  and  is  increasing 
every  year. 

2.  More  people  apply  for  public  charity,  and  the  public  poorhouses  are  more 
crowded  than  ever  before. 

3.  Begging  in  the  streets  is  growing. 

4.  Petty  larceny  and  other  small  crimes  are  increasing.  The  same  tendency 
is  noticeable  in  regard  to  suicide,  homicide,,  insanity  and  desertion  of  family. 

6.  CuaualLiatbn  of  laborers  is  developing — they  work  only  certain  periods 
of  time  and  these  periods  tend  to  shorten  as  years  pass. 

The  reports  of  public  employment  offices,  the  pay  rolls  of  em- 
ployers, the  interviews  with  employers  and  with  laborers  them- 
selves, show  that  the  process  of  easuaUxation  is  developing  rapidly. 
The  vast  majority  of  a  large  number  of  employers  interviewed/ 
especially  of  those  in  the  lumber  and  construction  industries,  stated  ' 
to  the  writer  that  the  laborers  are  not  what  they  were  in  former  times.  , 
They  no  longer  want  to  work  continuously.  They  only  work  for  a, 
short  period,  to  make  a  "stake";  then  they  quit  and  go  to  the  city' 
to  "blow  the  stake  in."  The  saying,  "one  gang  is  working,  one 
going,  and  one  coming,"  is  true  to  a  certain  degree. 

To  the  question,  what  is  the  matter  with  the  men,  the  writer 
received  varied  answers.    For  example: 

From  an  employer:  The  men  are  too  lasy  to  work;  our  laws, 
courts  and  police  institutions  are  weak  as  regards  loafing,  begging 
and  stealing;  and  the  charity  organisations  in  the  cities  demoralise 
rather  than  uplift  the  men,  by  providing  them  with  meals  and  shelter 
without  labor. 

From  a  charity  worker:  Yes,  the  men  are  falling  down-and- 
out  in  a  greater  number  than  ever  before.     For  this  the  hard  and 
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i  unhealthy  conditions  at  the  work  places  are  responsible  to  a  degree, 
but,  in  the  main,  the  men  themselves  are  defective  and  responsible 
for  their  misfortunes.  Some  inherit  certain  defects  by  birth,  but 
the  vast  majority  have  acquired  bad  habits,  have  weakened  their 
bodies,  and  have  lost  ambition,  will-power  and  self-respect. 

From  a  preacher:  The  fountain  head  of  the  trouble  consists 
in  the  fact  that  the  men  have  lost  religion;  if  they  would  turn  back 
to  God,  everything  else  with  them  would  be  all  right. 

From  a  radical  labor  leader,  socialist,  I.  W.  W.,  or  union  man: 
The  existing  industrial  conditions,  low  wages,  long  hours,  poor  liv- 
ing, etc,  are  responsible  for  the  casualisation  of  laborers  and  the 
production  of  hoboes  and  tramps.  There  is  nothing  wrong  with 
the  men  themselves;  do  away  with  .these  conditions  and  with  the 
wage-system  in  general,  and  there  would  then  be  no  more  down- 
and-outs — the  product  of  industrial  slavery. 

From  an  educator:  The  main  cause  of  casualisation  is  the  lack 
of  training  in  general  character  building  and  in  trade. 

From  a  moralist :  The  main  cause  is  drinking  and  prostitution — 
saloons  and  red-light  districts. 

From  a  Btudent  of  industrial  problems:  For  the  casualization 
of  laborers  a  number  of  causes  are  responsible;  rapid  introduction  of 
skill-replacing  machinery  and  other  improvements  in  the  technique 
of  production;  seasonable  character  of  numbers  of  large  industries; 
fluctuation  of  market;  irregularity  of  employment;  unregulated 
transportation  of  laborers;  and  pressure  of  circumstances  and  en- 
<  vironment  in  general.  The  existence  of  casual  laborers  in  large 
numbers  is  an  essential  of  the  present  organisation  of  our  industrial 
system. 

These  widely  varied  opinions  about  the  causes  of  casualuation 
show  the  complexity  of  the  problem. 

ni 

According  to  degrees  of  steadiness  and  efficiency  at  work,  the 
unskilled  laborers  may  be  divided  into  the  following  grades: 

1.  Steady  Laborers 

2.  Floating,  Migratory  or  Drifting  Laborers  who  are  constantly 
moving  from  job  to  job  and  from  locality  to  locality  in  search  of 
work  and  to  "better  the  conditions."  They  may  be  subdivided 
into: — (a)  seasonal  and  (b)  casual  laborers. 
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The  seasonal  laborers  stick  either  to  one  industry,  if  its  season  J 
lasts  for  a  long  time,  Bay  eight  or  ten  months,  or  to  a  number  of  in- 
dustries the  seasons  of  which  are  short  and  occur  in  succession,  as, 
for  example,  in  the  fall  in  lumber  camps,  in  winter  in  ice  camps, 
in  spring  in  farm  work,  in  summer  in  harvesting,  then  again  in 
lumber  camps,  and  so  on.  Their  method  of  selecting  jobs  has  some 
regularity. 

The  casual  laborers,  on  the  other  hand,  have  no  regularity —  / 
they  accept  and  work  on  whatever  job  they  secure,  in  whatever 
industry,  and  for  whatever  concern.  They  may  be  further  divided  I 
into: — (a)  casual  laborers  proper;  (b)  odd-job  men;  and  (c)  hoboes.  | 
The  casual  laborers  proper  earn  all  their  living  by  labor;  they  do  not  i 
beg,  apply  for  charity  or  steal.  ' 

The  odd- job  men  are  rather  a  city  type;  they  seldom  go  tor 
work  out  of  the  city,  although  they  migrate  from  one  city  to  another. 

Hoboes  are  a  rank  of  casual  laborers  earning  most  of  their ; 
living  by  labor,  willing  and  desirous  to  work,  but  in  the  time  of  un- '. 
employment  when  hard  pressed,  supplementing  their  living  by  such  ■ 
means  as  begging,  application  for  charity  and  stealing — "taking" 
meals,  provisions,  clothes  and  money,  though  only  in  such  quan- 
tities as  to  satisfy  their  immediate  need.  Their  self-respect  is 
already  shattered.  However,  they  are  laborers,  preferring  to  earn 
their  living  by  honest  work. 

3.  Unemployables  or  Doum~and&uta.    The  main  character-  J 
istio  of  these  men  is  that  they  do  not  work.    They  may  be  sub- 
divided into:  (a)  unable  to  work;  and  (b)  able  but  unwilling  to 
work,  (1)  common  type — tramps,  bums,  vagabonds,  etc.,  and  (2) 
criminal  type — pickpockets,  yeggmen  and  other  thieves  and  robbers. 

The  above  classification  of  our  unskilled  and  unorganised 
workers  shows  in  general  the  steps  in  the  downward  movement  in 
the  Uvea  of  a  large  number  of  men.    First  a  steady  worker,  then    i 
a  seasonal  and  casual  worker,  then  a  hobo,  then  a  down-and-out.    ! 
To  each  of  these  successive  stations  corresponds  a  certain  psycho-    \ 
logical  condition  upon  which  human  conduct  depends.  ' 

IV 
Ambition  and  hope  characterize  almost  every  young  man,  who, 
leaving  his  family  hearth,  enters  the  outside  world  for  his  life's 
battles.    Ambition  and  hope  make  life  bright  and  enjoyable.    The 
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possessor  of  these  natural  stimuli  for  working  and  fighting  has  no 
need  of  artificial  substitutes  and  of  defence-reaction. 

But  when  ambition  or  hope  fades  or  is  shattered,  different 
psychological  characteristics  appear  in  a  man.  An  unskilled 
laborer,  working  at  first  steadily  and  afterward  meeting  failure 
after  failure,  begins  to  lose  ambition  and  hope  for  a  better  future 
in  his  life. 

The  causes  of  his  failure  are  varied.  They  are  the  unregulated 
life  and  labor  conditions  in  the  industries  where  unskilled  wage- 
earners  are  employed,  especially  in  various  lumber  camps  and 
work  places,  including  the  farming  industry;  the  unregulated  dis- 
tribution of  labor — the  unorganized  labor  market — including  the 
unregulated  transportation  of  laborers,  and  the  uncentralised  short 
or  odd  jobs  in  the  cities;  the  irregular  and  seasonal  character  of 
work  in  many  industries;  the  increasing  tenancy  in  farming  and, 
connected  with  it,  child  labor  in  farming;  also  child  labor  in  other 
industries;  strikes,  especially  those  that  fail;  blacklisting;  the  ab- 
sence of  protective  organizations  among  the  laborers  themselves. 
Other  causes  of  the  worker's  failure  are  his  educational  defects; 
lack  of  knowledge  among  the  immigrants  of  English,  trade,  labor 
laws  and  American  customs,  institutions  and  ways  of  life;  lack  of 
knowledge  of  trade  and  labor  laws  among  the  native  working 


These  direct  causes  produce  certain  effects  which  in  turn  re- 
sult is  the  increase  of  the  number  of  floating  laborers,  hoboes  and 

)  down-and-outs.  Of  the  indirect  causes  the  following  are  the  most 
influential:  the  bad  living  conditions  and,  still  worse,  the  moral 

I  atmosphere  of  floating  laborers  in  the  cities;  the  evils  in  the  lodging 
houses,  the  drunkenness,  the  prostitution,  the  gambling,  the  lack 
of  healthy  recreation  facilities,  the  uncertain,  gloomy  and  almost 
hopeless  future  of  floating  laborers. 

V 
One  of  the  first  signs  of  the  decrease  in  the  ambition  and  hope 
of  a  worker  is  the  loss  of  interest  in  his  earnings.  He  soon  quits 
saving  for  two  reasons:  first,  all  of  bis  previous  attempts  in  saving 
failed  because  the  hard  times  of  unemployment,  or  illness,  or  some 
other  misfortune  ate  up  his  savings;  and,  second,  he  begins  to  look 
upon  his  earnings  as  merely  a  means  "toTeee'p'his  soul  and  body 
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together,"  not  as  a  means  for  his  success  in  life.  In  consequence 
he  begins  to  work  seasonally  and  casually.  First,  industries  require 
that  kind  of  work,  and  second,  seasonal  and  casual  work  corresponds 
to  his  changed  views  and  needs.  These  changed  views  and  needs 
are  his  desire  to  be  on  the  move,  and  the  need  to  earn  only  a  "stake, " 
a  certain  sum  of  money,  specified  in  his  own  mind  at  the  acceptance 
of  the  job.  This  stake  is  destined  to  help  him  to  prosecute  his 
immediate  plans,  to  buy  clothes  and  shoes,  to  have  a  "good  time," 
to  buy  meals  on  his  travels,  or  what  not.  But  the  main  thing  is, 
he  must  move;  he  must  change  his  environment  so  as  to  see  some- 
thing new,  interesting.  To  this  end  he  has  always  a  plan  in  his 
mind — where  to  go  and  how  to  go. 

But  when  the  last  rays  of  his  ambition  and  hope  are  gone  he  \ 
becomes  a  self-confessed  failure  and  falls  down,  first,  into  the  rank  I 
of  hoboee — still  laborers — and  then  into  the  rank  of  down-and-outs.  I 

In  the  latter  state  he  is  characterized  by  the  following  psycho- 
logical  features: 

(a)  The  passion  for  wandering  is  increased  almost  to  madness; 

(b)  He  has  acquired  a  profound  aversion  to  work; 

(c)  He  drinks  whenever  and  wherever  he  has  a  chance; 

(d)  He  has  developed  a  strange,  childish  expectation  that  he 
may  strike  in  some  way,  somewhere,  a  tremendously  promising 
opportunity.  This  is  something  like  the  alluring  dream  of  a  rich 
gold  strike  to  a  prospector.  If  this  hoped-for  opportunity  were 
such  that  its  realization  might  reasonably  be  expected,  it  would 
recreate  in  him  a  strong  enthusiasm  and  confidence,  as  a  result  of 
which  he  would  cease  drinking,  and  would  work  and  battle  till  he 
won  out  and  became  a  victor  in  life  instead  of  a  beaten  man.  But 
if  one  asks  him  of  what  nature  is  the  opportunity  he  expects  to  find, 
he  answers  that  it  may  happen  that  he  will  by  chance  become  a 
prospector  and  strike  a  rich  gold  mine;  or  many  rich;  or  he  may 
become  a  fisherman,  at  first  forwages,  afterwards  independently; 
or  he  may  find  a  very  good  job,  working  on  which  he  will  save  lots 
of  money;  or  he  may  specialise  in  some  line  of  highly  paid  work; 
or  he  may  by  chance  secure  a  homestead;  or — or — 

Led  by  such  faint  hope — very  faint,  almost  nothing  in  his 
mind,  but  strong  enough  in  bis  sentiment — he  roams  restlessly  over 
all  the  country,  from  north  to  south,  from  coast  to  coast,  back  and 
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forth,  moving  from  place  to  place  by  freighting  or  walking,  seldom 
paying  his  way  in  his  rainbow  chasing. 

(e)  He  has  lost  his  ability  to  concentrate  on  anything  sensible. 

How  can  such  pyschologioal  features,  seemingly  unnatural  to 

I  any  man,  be  explained?  He  is  simply  trying  to  escape  from  himself 
or  to  forget  himself,  in  general.  Life  is  dark  and  hopeless  for  him — 
nothing  is  left  of  his  ambition,  except  gloomy  thoughts  and  sad 
feelings. 

Wonderful  human  nature  invents  other,  one  might  say  in  com- 
mon parlance,  "artificial"  substitutes  for  "natural"  enjoyment 
appearing  in  ambition  and  hope.  By  changing  environment — 
scenes — by  constant  wandering,  be  keeps  up  some  sort. of  interest 
in  life. 

He  is  averse  to  work  because  his  nervous  system,  by  Buffering 
and  privation,  is  exhausted.  Furthermore,  he  answers  to  the 
question  why  he  does  not  want  to  labor:  To  labor!  Why  should 
I  labor?  I  have  labored,  worked  hard — years,  tens  of  years,  but 
the  labor  did  not  help,  it  let  me  fall  down  where  I  am  as  you  see  me. 

IBut  in  general  his  idleness  or  "laziness"  is  nothing  more  or 
less  than  a  kind  of  defence-reaction  forced  upon  him  by  nature. 
In  drunkenness  he  also  finds  a  sort  of  "brightness"  and  forgetful- 
ness.  Rainbow  chasing  is  again  an  artificial  means  of  making  bis 
life  "ambitious"  and  "hopeful."  His  lack  of  ability  to  concen- 
trate his  attention  on  anything  is  explained  by  the  fact  that  he  is 
worn-out  and  as  a  result  his  will-power  has  gone  to  pieces. 

No  law,  court,  police,  prison,  can  "cure"  him;  nothing  but 
medical  treatment.  But  as  medical  treatment  is  more  costly  than 
the  prevention  of  disease,  the  nation  should  take  steps  in  the  direc- 
tion qf  preventing  a  large  number  of  its  members  from  falling  down- 
and-out,  beginning  with  the  regulation  of  labor  conditions  in  un- 
skilled industries,  especially  in  those  of  seasonal  character. 
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HOURS  OF  LABOR 

By  George  G.  Gboat, 

University  of  Vermont. 

The  movement  in  the  United  States  in  regard  to  hours  of  labor 
in  recent  years  has  been  very  pronounced.  The  length  of  the  work- 
ing day  has  long  been  a  subject  for  both  legislation  and  collective 
bargaining  as  well  as  individual  agreement.  It  appeared  promi- 
nently in  the  agitation  during  the  middle  of  the  last  century  when 
ten  hours  became  well  established  generally  as  a  raftximmB  and 
eight  hours  an  ideal;  a  hope  that  has  been  an  inspiration  for  agita- 
tion ever  since. 

In  1867,  in  response  to  the  politica*!  movement  of  labor,  the 
New  York  state  legislature  officially  declared  against  a  "sun  to 
sun"  day  and  enacted  that  "eight  hours  of  labor,  between  the 
rising  and  setting  of  the  sun,  shall  be  deemed  and  held  to  be  a  legal 
day's  work  in  all  cases  of  labor  and  service  by  the  day,  where  there 
is  no  contract  or  agreement  to  the  contrary."  Experience  soon 
showed  that  this  statute  was  no  more  than  the  expression  of  a  wish 
for  an  eight-hour  day,  as  it  expressly  did  not  prevent  laborers  and 
employers  from  forming  an  agreement  for  overtime.  Other  states 
followed  the  lead  of  New  York  with  the  same  kind  of  statute. 

Growing  out  of  years  of  practical  adjustment  to  which  not  only 
laborers  and  employers  but  legislatures  and  courts  have  been 
parties,  the  "require  and  permit"  clause  has  been  more  generally 
introduced  wherever  statutory  enactments  have  been  at  all  effect- 
ive. To  prevent  the  exercise  of  the  right  to  contract  for  terms  other 
than  those  established  by  statute,  employers  are  enjoined  from 
either  requiring  or  permitting  employes  to  work  beyond  the  speci- 
fied number  of  hours. 

The  first  generally  effective  regulation  was  that  of  child  labor. 
This  group  of  statutes  is  too  well  understood  to  need  extensive 
analysis.  All  the  statea  of  the  union  make  some  provision  for  child 
protection,  though  it  cannot  be  said  that  it  is  effective  in  all  cases. 
The  recent  federal  law  goes  far  in  establishing  a  standard;  an  ideal 
for  all  states  and  an  effective  regulation  so  far  as  products  from 
79 
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manufacturing  establishments  generally  enter  into  interstate  com- 
merce. Products  of  mines  and  quarries  are  not  to  be  admitted  to 
interstate  commerce  if  within  thirty  days  prior  to  the  removal  of 
the  product  children  under  sixteen  have  been  permitted  to  work. 
Products  of  mills,  canneries,  work  shops,  factories  or  manufacturing 
establishments  may  not  be  so  admitted  in  cases  where  children 
under  fourteen  have  been  permitted  to  work  or  children  between 
fourteen  and  sixteen  more  than  eight  hours  a  day  or  more  than  six 
days  a  week  or  after  seven  o'clock  p.m.  or  before  six  o'clock  a.m.  of 
any  day.  This  leaves  many  industries  uncontrolled  and  much 
work  yet  to  be  done  in  the  several  states. 

Legislation  to  regulate  the  hours  of  labor  for  adult  women 
began  early  but  did  not  proceed  rapidly  until  comparatively  re- 
cently. Massachusetts  began  in  1874.  This  class  of  regulatory 
legislation  has  now  become  a  generally  accepted  policy,  no  fewer 
than  forty-one  states  having  enacted  statutes  expressly  limiting 
hours  of  labor  for  adult  women.  This  class  of  statutes  covers  some 
variety  of  industries  and  makes  by  no  means  a  uniform  length  day 
or  week.  A  classification  that  would  indicate  all  the  provisions  of 
these  laws  must  be  omitted  here.  In  general  it  appears  that  four 
states  and  the  District  of  Columbia  have  an  eight-hour  day;1  ten 
have  a  nine-hour  day;*  twenty  have  a  ten-hour  day,-1  two  have  an 
eleven-hour  day,  but  less  than  a  sixty-six-hour  week;*  and  five  have 
laws  that  are  somewhat  too  complex  for  this  simple  classification.* 
This  leaves  seven  states  with  no  legislation.' 

Efforts  are  at  present  being  made  through  regional  or  sectional 
conferences,  led  by  the  Consumers'  League  and  the  National 
Women's  Trade  Union  League  of  America,  to  secure  a  greater  degree 
of  uniformity  in  this  class  of  legislation. 

General  attention  has  also  been  turned  to  the  dangerous 
trades.     Here  the  complexity  of  actual  legislation  is  somewhat 

1  California,  Colorado,  Washington  and  Arizona. 

■  Arkansas,  Maine,  Missouri,  Nebraska,  New  York,  Texas,  Utah,  Idaho, 
Montana  and  Oklahoma. 

1  Connecticut,  Delaware,  Kansas,  Massachusetts,  Michigan,  Ohio,  Pennsyl- 
vania, Rhode  Island,  Wisconsin,  Wyoming,  Georgia,  Kentucky,  Louisiana,  Mary- 
land, Mississippi,  New  Jersey,  Illinois,  North  Dakota,  South  Dakota  and  Virginia. 

*  North  Carolina  and  Vermont. 

*  Oregon,  Minnesota,  New  Hampshire,  Tennessee  and  South  Carolina. 

■  Alabama,  Florida,  Iowa,  Indiana,  Nevada,  New  Mexico  and  West  Virginia. 


.Google 


*  Hotms  of  Laboh  81 

bewildering.  To  the  more  obviously  dangerous  trades,  as  mining, 
smelting  and  railroading  have  been  added  others  where  the  danger 
is  not  so  apparent.  This  makes  a  classification  on  the  basis  of  dan- 
gerous and  non-dangerous  very  difficult  in  practice.  There  is, 
however,  a  line  of  development  that  has  been  followed  in  the  main 
and  which  may  be  stated  as  follows:  industries  dangerous  to  life 
and  limb;  industries  more  obviously  dangerous  to  health;  industries 
which  experts  pronounce  to  be  dangerous  though  not  commonly 
understood  to  be  so;  employments  related  to  public  utilities  and  so 
clothed  with  a  peculiar  public  interest;  industries  that  from  their 
very  nature  are  continuous,  the  twenty-four-hour  seven-day  indus- 
tries; certain  trades  where  organization  is  so  thorough  as  to  enable 
the  unions  to  secure  legislation;  and,  finally,  industries  more  gen- 
erally, in  connection  with  which  scientific  knowledge  of  fatigue  is 
related  to  the  issues  of  social  welfare.  Space  does  not  permit  these 
developments  to  be  traced  at  length.  The  present  status  only  may 
be  described. 

The  New  Yerk  statute,  as  quoted  above,  has  been  adopted 
practically  in  its  original  form  by  several  states  among  which  are 
Pennsylvania,  Illinois  and  Indiana.  Still  other  states  seek  to 
define  the  working  day  in  this  indefinite  way.7  Seven  of  these 
stipulate  ten  hours  instead  of  eight.  As  has  been  said,  this  legisla- 
tion has  had  no  practical  effect  in  establishing  the  length  of  the 
working  day.  Yet  its  potential  influence  should  not  be  over- 
looked. As  the  movement  advances  it  will  be  easier  to  recognize 
these  statutes  and  secure  their  amendment  by  attaching  the  "re- 
quire or  permit"  clause  than  it  would  be  to  enact  new  ones. 

The  more  effective  legislation  has  been  enacted  in  connection 
with  dangerous  trades.  For  work  in  mines  thirteen  states  have 
established  the  eight-hour  day.'  One  other  state  (Maryland)  has 
a  ten-hour  limit.  Of  these  same  states,  eight  extend  the  restriction 
to  smelters  as  well. 

For  railroadB  the  legislation  is  much  more  complicated.  The 
continuous  service  required,  the  division  of  the  work  into  train 
operatives,  station  men,  dispatchers,  signal  men  and  other  branches 

'California,  Connecticut,  Florida,  Maine,  Michigan,  Minnesota,  Missouri, 
Nebraska,  New  Hampshire,  Ohio,  Rhode  Island  and  Wisconsin. 

'Arizona,  California,  Colorado,  Idaho,  Missouri,  Montana,  Nevada,  Okla- 
homa, Oregon,  Pennsylvania,  Utah,  Washington  and  Wyoming. 
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make  the  regulation  of  hours  more  difficult.  For  train  men  there 
is  do  definite  length  of  day.  The  Adamson  law  is  but  an  experiment 
and  even  that  appears  to  establish  a  unit  for  the  adjustment  of 
wages  rather  than  a  definite  working  day.  Practically  all  legislation 
governing  hours  of  labor  for  train  men,  therefore,  establishes  a 
maximum  number  of  hours  during  which  a  train  operative  may  be 
permitted  to  work  without  rest  and  further  establishes  the  number 
of  hours  of  rest  that  must  intervene  before  work  is  resumed.  The 
number  of  hours  of  labor  allowed  is  usually  sixteen.  In  Georgia 
and  Florida,  the  number  is  set  at  thirteen;  in  Michigan,  twenty- 
four,  in  Oregon,  fourteen.  In  some  oases  eight  hours  and  in  others 
ten  hours  of  rest  are  required  after  such  a  period  of  work.  The 
number  of  states  with  this  legislation  is  twenty-five.  Michigan  and 
New  York  establish  a  ten-hour  limit  within  twelve  consecutive 
hours. 

For  telegraph  and  telephone  operatives,  dispatchers  and  signal 
men,  the  limit  is  eight  hours  in  eight  states,*  and  nine  hours  in  four 
states.10  Exceptions  allowing  longer  hours  are  sometimes  made 
where  stations  are  open  only  by  day. 

On  street  railways  the  regulation  is  not  so  general.  The  Massa- 
chusetts law  allows  only  nine  hours  of  work  to  be  performed  within 
eleven  consecutive  hours  for  men  operating  street  cars.  Ten  hours 
within  twelve  is  permitted  in  five  states,11  and  twelve  hours  in  five 
others.11 

Much  more  general  is  the  establishment  of  the  length  of  day 
in  public  works  and  in  contract  work  done  for  the  public.  Eight 
hours  is  the  legal  limit  in  public  employment  in  twenty-four  states, 
three  territories  and  under  the  jurisdiction  of  the  United  States. 
In  nine  of  the  states  the  limitation  is  embodied  in  the  state  consti- 
tution,1* while  in  the  remaining  fifteen  it  is  statutory.1*    With 

1  Arkansas,  Connecticut,  Maryland,  Nevada,  Mew  York,  Texas,  West  Vir- 
ginia, Wisconsin. 

"  Missouri,  Nebraska,  North  Carolina  and  Oregon. 

»  Louisiana,  Michigan,  New  York,  Rhode  Island  and  Washington. 

"  California,  Maryland,  New  Jersey,  Pennsylvania  and  South  Carolina. 

"  Arisona,  California,  Idaho,  Montana,  New  Mexico,  Ohio,  Oklahoma,  Utah 
and  Wyoming. 

"  Colorado,  Indiana,  Kansas,  Kentucky,  Massachusetts,  Minnesota,  Nevada, 
New  Jersey,  New  York,  Oregon,  Pennsylvania,  Texas,  Washington,  West  Vir- 
ginia and  Wisconsin. 
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narrower  limits  the  restrictions  obtain  in  three  more  irtates."  The 
situation  is  the  sume  for  contract  work  done  for  the  public,  the 
only  exception  being  that  fewer  states  have  embodied  the  provision 
in  their  state  constitutions.1' 

The  list  of  restrictions  in  other  industries  is  not  altogether 
brief  though  no  general  policy  appears  to  prevail  among  the  several 
states.  For  drug  clerks  California,  as  a  "  measure  of  public  health," 
has  specified  ten  hours  a  day  or  sixty  hours  a  week  of  six  consecu- 
tive calendar  days.  New  York  under  the  "require  or  permit"  form 
of  statute  settles  seventy  hours  a  week  with  an  overtime  margin  in 
any  week  for  the  purpose  of  a  shorter  following  week,  the  aggregate 
hours  in  any  two  weeks  to  be  not  more  than  132,  with  one  full  day 
off  in  each  two  weeks. 

In  bakeries,  New  Jersey  establishes  ten  hours  a  day  with 
privilege  of  longer  time  for  the  purpose  of  a  shorter  day  at  the  end 
of  the  week,  the  total  for  the  week  being  limited  to  sixty  hours. 
Arizona  puts  an  eight-hour  limit  on  electric  light  and  power  plants. 
Nevada  limits  work  in  plaster  and  cement  works  to  eight  hours  and 
Arizona  the  same  for  cement  works.  Grocery  clerks  in  New  York 
City  have  a  seventy-hour  week  and  an  eleven-hour  day  except  on 
Saturday.  Work  in  coke  ovens  and  blast  furnaces  has  an  eight- 
hour  legal  limit  in  Arizona  and  Colorado.  Missouri  establishes 
eight  hours  in  plate  glass  works.  Rolling  and  stamp  mills  are 
restricted  to  eight  hours  in  Arizona,  Colorado,  Idaho  and  Wyoming. 
New  York  and  New  Jersey  regulate  time  in  air  pressure  tunnel  work 
according  to  the  density  of  the  pressure;  for  example,  when  air 
pressure  is  between  twenty-two  and  thirty  pounds  to  the  square 
inch,  six  hours  is  a  day's  work  to  be  divided  into  two  three-hour 
periods  with  one  hour  between.  Montana  regulates  irrigation  work 
to  eight  hours,  and  telephone  operatives  to  nine.  Saw-  and  plan- 
ing-miUs  have  a  ten-hour  day  in  Arkansas.  In  cotton  and  woolen 
mills  Georgia  and  Maryland  hare  established  a  ten-hour  limit, 
subject  to  some  complicated  details.  Mississippi  has  a  general 
ten-hour  day  for  manufacturing  establishments.  It  cannot  be  under- 
stood that  all  such  regulations  are  actually  effective.  To  what 
extent  they  are  positively  enforced  cannot  be  bo  easily  stated. 

<*  In  Connecticut  it  is  restricted  to  mechanics  in  state  institutions;  in  Mary- 
land, to  the  city  of  Baltimore;  and  in  Missouri,  to  cities  of  the  second  class. 
H  Arisona,  Montana,  New  Madeo,  Oklahoma,  Ohio  and  Utah. 
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By  far  the  most  interesting  regulation  of  hours  is  the  Oregon 
statute,  now  before  the  Supreme  Court  of  the  United  States  on  the 
issue  of  its  constitutionality.  This  law  provides  that  no  person 
shall  be  employed  in  any  mill,  factory  or  manufacturing  establish- 
ment for  more  than  ten  hours  in  any  one  day,  except  watchmen  and 
employes  engaged  in  making  necessary  repairs  or  in  case  of  emer- 
gency when  life  or  property  is  in  imminent  danger.  A  three-hour 
overtime  limit  is  permitted,  in  which  case  overtime  pay  must  be 
at  the  rate  of  time-and-one-half.  In  order  to  place  this  statute  on 
a  firmer  basis  than  such  laws  have  had  in  the  past,  the  first  section 
declares  the  specific  purpose  of  the  law: 

It  is  the  public  policy  of  the  state  of  Oregon  that  no  person  shall  be  hired 
nor  permitted  to  work  for  wages  under  any  conditions  or  terms  for  longer  hours 
or  days  of  service  than  is  consistent  with  his  health  and  physical  well-being  and 
ability  to  promote  the  general  welfare  by  his  increasing  usefulness  as  a  healthy 
and  intelligent  citizen.  It  is  hereby  declared  that  the  working  of  any  person  more 
than  ten  hours  in  one  day  in  any  mill,  factory  or  manufacturing  establishment  is 
injurious  to  the  physical  health  and  well-being  of  such  person  and  tends  to  pre- 
vent him  from  acquiring  that  degree  of  intelligence  that  is  necessary  to  make  him 
a  useful  and  desirable  citizen  of  the  state. 

To  make  a  complete  statement  of  hours  of  labor  in  the  private 
industries  of  the  country  is  quite  impossible.  The  variation  is 
certainly  wide.  The  report  of  the  United  States  Bureau  of  Labor 
Statistics  on  Union  Scale  of  Wages  and  Hours  of  Labor  (May,  1916, 
No.  194)  gives  much  information  that  is  doubtless  typical.  It 
covers  trades  and  occupations  of  eleven  different  groups  with 
information  from  forty-seven  important  industrial  cities  in  all  parts 
of  the  country  and  includes  data  from  676,571  union  workmen. 
Reducing  the  facts  to  index  numbers  and  stating  them  compara- 
tively, it  appears  that  between  1907  and  1915  there  was  a  decrease 
of  3  per  cent  in  the  full-time  hours  per  week.  As  the  latest  date 
taken  was  May  first,  1915,  the  change  does  not  show  the  effects  of 
the  development  of  the  last  eighteen  months.  The  decrease  in  the 
time  since  1907  has  been  very  gradual,  remaining  at  100  (index 
number)  for  the  first  two  years,  99  for  the  next  two  years,  98  for 
the  next  three  and  97  for  the  last  two." 

There  can  be  no  doubt  that  marked  progress  in  the  direction 
of  a  shorter  day  has  been  made  within  the  past  year  and  a  half, 
»  United  States  Bureau  of  Labor  Statistics,  BvOtOn  No.  IH,  p.  31. 


,y  Google 


Houbb  or  Labob  86 

A  recent  inquiry  made  by  Miss  Pickering  estimates  that  over 
100,000  laborers  have  been  put  on  an  eight-hour  day  within  the 
past  two  years.1* 

It  may  fairly  be  assumed  that  the  movement  will  continue 
unchecked  for  at  least  as  long  as  the  war  continues.  What  will  then 
happen  can  be  but  conjecture.  Yet  it  cannot  be  supposed  that  the 
pronounced  movement  for  a  shorter  work  day  is  due  solely  to  the 
war.  It  was  clearly  in  evidence  before  the  war  began.  It  may 
receive  a  temporary  check  if  the  post-bellum  conditions  prove  to 
be  as  disheartening  as  many  would  lead  us  to  expect.  It  can  be 
but  temporary,  however.  The  indications  point  quite  clearly  to 
that  conclusion.  "Sooner  or  later  the  eight-hour  day  will  be  uni- 
versal," so  many  employers  axe  quoted  as  saying.  Many  of  these 
have  demonstrated  by  actual  trial  that  the  eight-hour  day  increases 
output.  Mr.  Henry  Ford  is  not  alone  in  the  conclusions  that  have 
been  so  widely  quoted  from  him. 

Agitation  will  continue,  accompanied  by  strikes  if  necessary 
as  well  as  by  more  legislation.  At  a  recent  meeting  of  the  Building 
Trades  Department  of  the  American  Federation  of  Labor  resolu- 
tions were  introduced  suggesting  a  six-hour  day  for  all  unions  of 
building  mechanics  as  a  solution  of  the  unemployment  problem. 
The  Metal  Trades  Department  called  for  an  eight-hour  day  in  the 
ship-building  industry.  The  Labor  Center  Association  of  New 
York  is  organising  a  campaign  for  a  universal  eight-hour  day, 
supplying  liberal  quantities  of  material  for  propaganda  with  the 
popular  slogan:  "For  the  Eight-Hour  Day;  a  Movement  Toward 


The  inevitable  extension  of  the  limitations  on  the  hours  of 
labor  for  women  must  have  its  effect  on  shortening  hours  for  men 
also.  Experience  shows  that  this  legislation  "effects  a  correspond- 
ing reduction  in  the  hours  of  labor  for  men  in  many  establishments 
in  which  both  men  and  women  are  employed."  ia 

In  a  more  scientific  spirit  the  subject  is  being  studied  in  several 
fields.  Inquiry  is  being  made  regarding  laws  governing  the  working 
time  of  hospital  employes  and  nurses,  and  opinions  are  being 
gathered  on  the  advantages  of  such  laws.  The  results  are  to  be 
presented  at  the  next  meeting  of  the  American  Hospital  Associa- 

>*  Survey,  April  1,  1916,  p.  S. 

>•  Report,  MaaaachuielU  Statulica  of  Labor  for  191$,  Ft.  VI,  p.  42. 
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tion.  In  Massachusetts  there  ia  a  recess  legislative  committee 
studying  conditions  of  labor  in  continuous  or  twenty-four-hour 
industries.  At  the  request  of  a  body  of  thirty-three  manufacturers 
of  Milwaukee,  a  careful  investigation  of  the  effects  of  the  eight- 
hour  day  in  the  factories  of  the  state  of  Wisconsin  will  be  made. 
The  United  States  Public  Health  Service  will  study  the  conditions 
of  Wisconsin  women  workers  to  determine  proper  hours  of  labor, 
and  the  Wisconsin  Industrial  Commission  will  act  upon  the  sugges- 
tions made  in  the  report.  In  the  Report  on  National  Vitality  by 
the  Committee  of  One  Hundred  on  Public  Health,  one  of  the 
"things  which  need  to  be  done"  ia  stated  as  follows  (page  128): 
"employers  may  greatly  aid  the  health  movement  ....  by 
providing  ....  physiological  (generally  snorter)  hours  of 
work.    .    .    .    ." 

The  direction  of  the  movement  ia  unmistakable.  It  has  not 
only  the  support  of  organised  labor,  of  many  reformers  and  public- 
spirited  leaders;  but  many  of  the  more  enlightened  employers  of 
labor  find  it  possible  to  combine  their  philanthropic  inclinations 
with  good  business  policy  in  shortening  the  hours  of  labor  in  their 
establishments.  It  is  beyond  question  true,  as  President  Wilson 
has  recently  said:  "The  eight-hour  day  now  undoubtedly  has  the 
sanction  of  the  judgment  of  society  in  its  favor."  To  what  extent 
the  changes  may  be  carried  by  law  is  a  question  that  especially  now 
is  in  the  balance.  Should  the  United  States  Supreme  Court  uphold 
the  decision  of  the  supreme  court  of  Oregon  in  declaring  the  con- 
stitutionality of  the  Oregon  statute  above  referred  to,  the  way  will 
be  much  easier  for  relating  hours  of  labor  to  social  welfare  than  it 
has  hitherto  been.  If  not,  the  way  will  be  more  difficult;  progress 
will  be  slower,  but  on  the  whole  and  in  the  long  run  none  the  less 
certain. 
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MAXIMUM  VS.  MINIMUM  HOUR  LEGISLATION 

Bt  Richard  A.  Feiss, 
Manager  of  the  Clothcraft  Shops,  Cleveland. 

1.  Public  opinion  is  back  of  the  movement  to  shorten  hours 
and  I  am  heartily  in  favor  of  this  movement.  A  different  view, 
however,  should  be  taken  in  working  this  out  from  that  which  has 
been  taken  in  the  past.  I  believe  that  thore  are  two  distinct  phases 
to  this  question:  first,  that  hours  should  not  be  so  long  as  to  cause 
fatigue,  and  second,  that  when  this  length  of  hours  has  been  reached, 
it  ia  very  desirable  still  further  to  shorten  hours  as  a  reward  for 
efficiency. 

2.  Generally  speaking,  the  desirability  of  the  second  has  been 
confused  with  the  first  and  has  led  to  drastic  and  unintelligent 
legislation  without  consideration  of  the  facts.  In  my  opinion  the 
scope  of  legislation  should  be  strictly  limited  to  the  first  proposi- 
tion. If  such  legislation  is  to  be  based  upon  facte,  the  result  will 
not  be  an  arbitrarily  hard  and  fast  limitation  of  an  eight-hour  day 
or  a  forty-eight-hour  week  applied  to  all  indiscriminately,  regardless 
of  conditions. 

3.  If  we  are  to  consider  the  facts,  the  industry  itself  must  be 
taken  into  consideration  from  every  point  of  view.  In  other  words, 
there  are  conditions  inherent  in  the  nature  of  the  industry  that 
should  govern  the  situation.  In  some  industries  women  are  re- 
quired to  perform  hard  manual  work  while  standing  in  water  or 
confined  to  work  rooms  that  have  to  be  especially  heated  to  a  very 
high  degree  of  temperature.  It  is  apparent  that  the  maximum 
limitation  of  hours  in  such  an  industry  should  be  vastly  different 
from  that  in  an  industry  having  good  wholesome  surroundings  and 
requiring  only  a  minimum  of  physical  effort. 

4.  Moreover,  in  order  that  the  great  mass  of  workers  in  a 
scientific  organisation  may  work  the  minimum  of  hours,  it  is  es- 
sential that  a  few,  whose  business  it  is  to  prepare  their  work  and 
whose  actual  efforts  are  generally  semi-clerical  and  intermittently 
performed,  work  a  greater  length  of  hours  than  would  be  considered 
a  proper  standard  for  the  general  working  force.    For  example,  it 
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will  be  generally  conceded  that  the  great  mass  of  executive  work  of 
an  organization  requires  a  longer  time  for  its  performance  than  that 
of  the  general  body  of  workers  in  the  shop.  Practical  legislation 
must  not  only  take  this  fact  into  consideration  but  must  also  pro- 
vide for  the  large  amount  of  semi-executive  work  which  is  also  es- 
sential in  a  well  organised  plant  to  insure  against  the  usual  delays 
and  other  obstacles  in  furnishing  work  to  the  worker.  This  does 
not  mean  that  the  principle  of  limitation  of  hours  should  not  be 
applied  to  all.  In  fact  it  is  just  as  essential  to  have  the  hours  of 
office  and  bank  clerks,  household  servants  and  others  included  in 
maximum  hour  legislation  as  those  of  any  other  class  of  work.  I 
believe,  however,  that  legislation  should  take  into  consideration 
all  the  facts  and  conditions  and  should  not  make  any  general  pro- 
visions, rather  making  limitations  dependent  upon  industry,  occu- 
pation and  other  specific  conditions. 

6.  In  the  construction  of  legislation  of  this  nature  I  wish  partic- 
ularly to  call  attention  to  the  desirability  of  having  limitations  set 
rather  for  the  week  than  for  the  day.  Limitations  for  the  day  should 
be  of  such  a  nature  as  to  permit  weekly  limitations  of  hours  to  be 
used  up  in  any  five  days  in  the  week.  Investigations  are  bringing 
us  more  and  more  to  realize  that  cumulative  rest  periods  at  the  end 
of  the  week  are  more  valuable  than  shorter  rest  periods  scattered 
through  the  week.  We  believe  that  further  investigation  will  un- 
doubtedly prove  that  it  is  a  most  beneficial  plan  for  workers  to  work 
somewhat  longer  periods  during  five  days  in  the  week  in  order  to 
get  two  days  of  complete  relaxation  at  the  end  of  the  week.  It  is 
our  opinion  that  in  the  near  future  the  ideal  week  for  the  worker  will 
consist  of  five  full  days  of  work  and  two  full  days  of  rest.  Unintelli- 
gent legislation  is  one  of  the  greatest  obstacles  to  this  attainment. 

6.  I  wish  particularly  to  call  attention  to  the  fact  that  the 
sphere  of  legislation  should  consist  in  setting  maximum  limitations. 
Very  often  the  minimum  or  at  least  the  actual  standard  desired  is 
set  up  as  the  maximum,  the  practical  result  being  quite  different- 
from  that  intended  by  those  who  support  this  kind  of  legislation. 
Naturally,  the  result  is  neither  sound  nor  fair. 

7.  In  the  vast  majority  of  industries,  and  in  fact  in  all  industries 
involving  consecutive  or  continuous  manufacture,  it  is  absolutely 
essential  that  a  small  group  of  workers  work  a  little  more  than  nor- 
mal hours  occasionally  in  order  that  the  remainder  of  the  workers  in 
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the  business  do  not  materially  suffer.  These  extra  hours  of  over- 
time, while  sincerely  deprecated  by  all,  do  not,  however,  become 
a  burden,  because  in  the  ordinary  course  of  things  they  are  distrib- 
uted and  occasionally  fall  on  this  group  and  occasionally  on  that 
group  of  workers.  In  its  effect  upon  any  one  group  it  amounts  to  a 
very  small  fraction  of  time,  but  it  is  very  essential  to  the  rest  of  the 
organisation  and  should  be  provided  for  by  intelligent  legislation. 
To  provide  for  the  above  practical  contingency  the  maximum  limi- 
tation of  hours  can  be  set  somewhat  higher  than  the  actual  effect 
desired.  For  example,  if  the  maximum  is  fifty  or  fifty-two  hours 
a  week,  the  average  regular  time  in  a  factory  will  necessarily  be 
about  forty-eight  hours  or  less. 


\ 

i 

\ 

\ 

i 
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Fig.  I  will  show  the  chart  of  a  typical  day's  work  in  a  scientifi- 
cally managed  factory.  This  will  illustrate  the  fact  that,  where 
work  consists  of  a  series  of  consecutive  operations,  the  length  of 
time  worked  by  different  operators  varies  considerably,  and  while 
in  this  instance  there  are  a  very,  few  operators  whose  work  covers  a 
period  of  nine  hours  or  a  little  over,  the  working  time  of  the  vast 
majority  is  considerably  less.    So  the  record  for  any  week's  work  in 
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the  same  factory  would  show  a  few  operators  working  about  fifty 
hours,  while  the  actual  hours  of  work  average  between  forty-three 
and  forty-four. 

Another  way  to  meet  contingencies  of  this  kind  is  to  have  the 
law  provide  for  a  standard  working  schedule  to  be  properly  posted 
in  every  work  room  with  a  certain  additional  number  of  hours  extra 
time  permitted  with  certain  other  restrictions.  There  are  of  course 
many  other  ways  for  meeting  this  and  similar  contingencies  which 
have  to  be  faced  in  the  practical  working  out  of  legislation  of  this 
kind.  The  chief  thing  to  my  mind  in  the  working  out  of  reasonable 
legislation  should  be  the  taking  into  consideration  of  facts  and  their 
results  and  a  full  realization  that  the  facts  in  each  case  should  be  the 
subject  of  scientific  investigation  by  experts.  That  the  opinion  of 
experts  is  valuable  goes  without  saying.  That  consideration  of  the 
subject  from  this  point  of  view  is  practicable  I  need  only  refer  to 
a  recent  paper  of  Professor  Frederic  S.  Lee  of  Columbia  University 
entitled  "Is  the  Eight-hour  Working-day  Rational?"1  In  this 
article  Professor  Lee  speaks  of  a  classification,  on  a  physiological 
basis,  of  work  and  workers: 

Such  a  study  is  not  impossible,  and  it  would  afford  the  only 
basis  for  a  rational  and  really  intelligent  solution  of  the  problem. 
It  would  doubtless  lead  to  the  establishment  of  no  rigid,  but  an 
elastic  system  in  which  the  work  would  be  adapted  to  the  worker, 
and  the  worker  to  the  work.  In  one  industry  the  duration  of  labor 
might  be  eight  hours,  in  another  it  might  be  more  or  less  than  eight 
hours.  So  too,  within  a  single  industry  one  worker  might  labor 
longer  than  another.  Such  a  solution  could  be  made  to  satisfy  both 
economic  and  social  demands  and  lead  to  the  maximum  of  individ- 
ual and  national  efficiency. 

■Read  before  the  Section  on  Industrial  Hygiene  of  the  American  Public 
Health  Association,  Cincinnati,  October  25,  1916.    Appearing  in  the  November 

24,  1916,  issue  of  Science. 
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PROGRESS  OF  THE  PUBLIC  EMPLOYMENT 
BUREAUS 

Bt  Hbnbt  G.  Hodges, 

Instructor,  Municipal  Adminstr&tion,  Western  Reserve  University, 
Cleveland,  Ohio. 

Our  annual  crop  of  governors'  messages  for  1915  brought  forth 
from  all  points  of  the  compass  alarming  conditions  of  unem- 
'  ployment.1  During  the  winter  of  1014-1915,  mayors  in  all  parts  of 
the  United  States  were  appointing  "Unemployment  Commissions" 
to  enlighten  the  public  on  the  actual  conditions  and  to  suggest  the 
remedies. 

The  most  popular  remedy  that  suggested  itself  to  these  citizen 
committees  was  the  establishment  of  public  free  employment  bu- 
reaus. Hence  the  avalanche  of  legislation  that  was  rushed  through 
state  legislatures  and  city  councils  providing  for  these  bureaus. 
There  are,  at  the  present  time,  public  free  employment  bureaus  in 
152  cities  in  the  United  States.1  These  bureaus  are  operated  under 
the  auspices  of  city,  state  or  nation,  some  cities  being  taken  care  of 
by  more  than  one  agency.  The  federal  government  has  been  operat- 
ing for  the  past  two  years,  a  system  of  labor  exchanges  through  its 
eighteen  distribution  zones.  Twenty-three  states  are  now  conduct- 
ing more  or  less  efficient  systems  of  free  employment  bureaus.' 
Four  of  these,  vis.,  California,  Iowa,  New  Jersey  and  Pennsylvania 
have  taken  over  this  function  within  the  past  eighteen  months. 
The  whole  movement,  so  far  as  the  states  are  concerned,  had  its 
beginning  in  the  Ohio  law  of  1890.  No  development  of  consequence 
was  attempted  until  1905. 

1  Note  particularly  those  of  Governor  Hunt,  Arizona;  Governor  Johnson, 
California;  Governor  Capper,  Kansas;  Governor  Willis,  Ohio;  Governor  West, 
Oregon;  and  Governor  Lister,  Washington. 

■  Bulletin,  United  States  Bureau  of  Labor  Statistics.  Whole  number  192. 
May,  1916,  pp.  1*4-6. 

'California,  Colorado,  Connecticut,  Illinois,  Indiana,  Iowa,  Kansas,  Ken- 
tucky, Maryland, (Massachusetts,  Michigan,  Minnesota,  Missouri,  Nebraska, 
New  Jersey,  New  York,  Ohio,  Oklahoma,  Pennsylvania,  Rhode  Island,  South 
Dakota,  West  Virginia  and  Wisconsin. 
01 
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The  sudden  death  of  those  conditions  which  gave  rise  to  the 
recent  abnormal  growth  of  the  public  free  employment  idea  is  the 
outstanding  characteristic  of  the  past  year.  The  Public  Affairs 
Information  Service,  under  date  of  November  10,  1916,  observes, 
"There  were  no  references  made  in  the  messages  of  the  governors 
with  reference  to  public  employment  bureaus  in  1916."  The  man 
and  the  job  have  reversed  positions;  the  latter  is  now  on  the  hunt 
for  the  former.  The  federal  branch  at  Buffalo,  New  York,  reports 
"a  great  demand  for  labor  of  all  kinds."  The  inspector  in  charge 
of  the  New  York  City  branch  writes  that  "the  demand  for  labor 
of  all  sorts  is  far  in  excess  of  the  supply."  From  the  Iowa  Bureau 
of  Labor  Statistics  comes  this  statement:  "During  the  past  three  * 
months  it  has  been  impossible  to  supply  the  demand  for  laborers 
throughout  the  state,  and  the  situation  is  a  little  worse  just  at  this 
time  as  a  great  many  laborers  are  leaving  for  the  farms  to  pick 
corn."4  Conditions  are  even  worse  in  Ohio,  where  a  Cleveland  paper 
reports  an  influx  of  2,500  southern  negroes  to  that  city  in  ten 
months,  attracted  by  a  continually  increasing  wage  scale.'  James 
P.  Bobbins,  inspector  in  charge  of  the  Philadelphia  federal  bureau, 
reported  on  October  14,  1916,  that  he  had  "active  opportunities 
right  now  for  at  least  5,000  miners  and  mine  laborers, "  and  that 
"the  demand  for  first  class  laborers  at  twenty-three  cents  an  hour 
and  upwards,  is  practically  unlimited."  The  New  York  State 
Bureau  of  Statistics  and  Information  is  responsible  for  the  statement 
that  between  August,  1914  and  August,  1916,  the  number  of  em- 
ployes in  that  state  increased  22  per  cent,  while  the  increase  in 
wages  was  43  per  cent.' 

In  spite  of  these  glittering  possibilities  from  the  standpoint  of  the 
workman,  the  public  employment  bureaus  have  had  some  work,  even 
in  hunting  for  jobs.  The  director  of  employment  in  Kansas  City, 
Missouri,  was  presented  with  a  task  of  no  mean  proportions  when 
the  Third  Missouri  Regiment  returned  to  that  city,  from  the  Mexi- 
can border.  And  so  it  goes;  general  conditions  have  exceptions,  and 
their  oscillations  are  more  or  less  regular.    The  employment  bureau 

'  Letter,  dated  October  13,  1916,  from  J.  C.  NietieL  Chief  Clerk,  Bureau  of 
Labor  Statistics . 

•  Cleveland  Plain  Dealer,  October  20,  1916. 

1  The  Bulletin  Issued  monthly  by  the  New  York  State  Industrial  Commission. 
Vol.  I,  Mo.  12,  September,  1916,  p.  19. 
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is  one  of  the  regulators  that  tends  to  keep  the  pendulum  hovering 
about  its  lowest  point. 

The  first  attitude  of  the  large  employer  of  labor,  uninfluenced 
by  the  experience  of  actual  dealings  with  the  public  employment 
bureau,  is  one  of  accord.  The  average  "big"  business  man  is,  in 
principle,  sympathetic  with  the  basic  idea  of- the  public  employment 
bureau,  viz.,  direction  of  the  workman  to  a  job,  without  compensa- 
tion. The  director  of  the  employment  department  of  the  Ford 
Motor  Company,  of  Detroit,  says:  "It  is  against  our  policy,  abso- 
lutely, to  hire  any  man  who  has  to  pay  any  one  for  a  job,  and  our 
opinion  is  that  we  have  better  success  otherwise.  "T  The  employ- 
ment manager  for  the  Cleveland  Hardware  Company,  a  concern 
employing  several  thousand  men,  is  of  the  same  opinion.1  One  of 
the  largest  employers  in  Buffalo,  New  York,  suggests  that  he  has 
"  never  employed  a  private  agency,  on  the  theory  that  a  man  whose 
services  are  at  all  desirable  will  go  out  and  get  his  own  job." 

With  the  original  attitude  of  the  large  employer  so  favorable 
to  the  principle  upon  which  the  public  employment  bureau  is 
founded,  how  shall  we  account  for  so  much  of  the  subsequent  dis- 
satisfaction that  develops?  Are  these  free  bureaus  performing  the 
functions,  within  their  sphere,  with  that  degree  of  efficiency  which 
we  may  reasonably  expect? 

One  method  often  employed  for  testing  the  efficiency  of  the 
public  bureaus  is  the  resort  to  statistics.  How  does  the  number 
of  jobs  filled  this  year  compare  with  last?  What  is  the  relative 
cost  to  the  state  for  each  position  filled?  What  is  the  proportion 
between  the  number  of  applicants  for  positions  and  those  actually 
placed?  Comparisons  of  such  results  from  year  to  year  within  a 
single  state,  between  the  bureaus  of  the  various  states,  and  between 
the  several  employes  of  a  given  bureau,  are  looked  upon  by  many  as 
criteria  of  progress.  It  is  not  so  much  the  number  of  positions 
filled  by  the  employment  bureau  as  it  is  the  satisfaction  given  both 
parties — employer  and  employe — by  the  transaction.  This  ele- 
ment of  human  satisfaction  does  not  appear  in  the  statistical  bal- 

1  In  a  letter  to  the  writer,  dated  October  28,  1916. 

'  "It  has  always  seemed  to  me  that  it  ia  unfair  for  a  man  to  have  to  pay  a 
private  employment  bureau  for  a  job,  and  I  do  believe  that  a  free  employment 
bureau  would  be  a  great  benefit  to  the  man  coming  to  a  strange  oity." — F.  G. 
Douglass,  Manager,  Employment  Department,  October  27,  191$. 
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ance  sheet.  The  placement  that  cost  the  state  ten  cento  may  be 
worth  ten  dollars,  in  results  accomplished,  while  the  placement  that 
cost  only  five  cents  may  be  actually  valued  at  less  than  nothing. 

What  are  some  of  the  complaints  of  the  chief  customers  of  the 
public  bureau? 

The  most  usual  cause  for  adverse  criticism  on  the  part  of  the 
business  man  in  his  dealings  with  public  agencies,  is  the  "political" 
element  which  seems  to  him  to  dominate.  The  present  case  is 
no  exception  to  that  rule.  The  Buffalo  concern,  previously  referred 
to,  agrees  that  "the  most  serious  objection  is  that  the  offices  are 
largely  of  a  political  nature,  and  even  though  the  clerk  in  charge  may 
be  on  the  civil  service  list,  he  usually  feels  that  he  owes  allegiance 
to  some  state  politician. "  Dr.  H.  C.  Person,  Director  of  the  Tuck 
School  of  Dartmouth  College,*  a  school  whose  business  it  is  to  train 
employment  managers,  informs  me  that  the  inquiries  which  he  is 
continually  receiving,  asking  him  to  recommend  graduates  for  em- 
ployment departments,  invariably  come  from  private  concerns. 
Referring  to  the  opportunities  for  their  men  in  the  public  service, 
he  said:  "My  feeling  is  that  political  conditions  are  so  strong  that 
there  will  not  be  much  call  for  the  men." 

|W  One  business  man,  in  noting  that  politicians  are  paid  salaries 
rather  than  wages,  explained  that  a  salary  is  what  you  get,  while 
a  wage  is  what  you  earn.  He  further  noted  that  wage-earners  are 
not  prolific  among  political  appointees.  An  interesting  fact  is  that 
most  of  the  poor  results  in  this  field  that  may  be  attributed  to  po- 
litical appointments  are  caused  by  the  comparatively  low  salaries 
attached  to  the  positions.  The  usual  salary  of  f  1,200  is  not  attract- 
ive to  a  qualified  employment  manager,11*  This  figure  eliminates 
him  immediately  from  consideration.  Usually  the  available  ma- 
terial consists  of  either  mediocre  politicians  or  those  ordinary 
mortals  who  are  able  to  pass  a  low  grade  civil  service  examination 
where  there  is  little  competition.  These  men  are  very  poorly 
equipped  for  their  duties,  with  neither  experience  nor  training. 
.  Added  to  this  poor  equipment,  the  office  often  suffers  from  a  kalei- 
doscopic  personnel,   thanks  to   political   exigencies.     The   photo- 

•  Consult  1916-1917  Bulletin,  The  Amos  Tuck  School  of  Admin iatmtion  and 
Finance,  Hanover,  New  Hampshire,  p.  31. 

10  The  Colorado  law,  which  is  typical,  provides  a  tenure  of  two  yean  for  the 
local  superintendents,  with  a  salary  of  91,200.  (Colorado  Statutes,  Sees.  L,  1907, 
p.  292.) 
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graphic  reproduction  of  s  reply  to  an  inquiry,  from  a  $1,500  local 
superintendent,  illustrates  the  point. 
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Photographio  reproduction  of  a  letter  received  from  the  superintendent  of 
a  local  public  employment  bureau.    This  letter  wh  written  in  lead  pencil.    Hie 

man's  salary  is  11,600. 

Mr.  Chas.  B.  Barnes,  Director  of  the  New  York  State  Bureau 
of  Employment,  states  that  when  he  was  visiting  most  of  the  public 
employment  offices  in  the  United  States  in  the  interest  of  the  United 
States  Industrial  Relations  Commission,  he  found  "that  the  general 
conception  of  public  employment  offices  was  rather  low.  This  led 
to  the  appointment  of  any  sort  of  man  who  needed  to  be  paid  for 
his  political  work." 

Another  explanation  that  the  large  employer  gives  for  not 
making  the  public  employment  bureau  bis  regular  servant,  is  the 
contention  that  they  supply,  as  a  rule,  only  the  lower  grades  of  help. 
The  John  Wanamaker  Store,  Philadelphia,  rarely  uses  the  public 
bureau  because  they  "do  not  include,  to  much  of  a  degree,  the  needs 
of  a  retail  merchandising  establishment.  Consequently  the  private 
agencies  render  more  efficient  service."11 
"  Letter  of  October  27, 1918. 
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This  is  one  of  the  hardest  things  the  efficient  public  agency  has 
to  combat.  A  number  have  been  successful.  The  Los  Angeles, 
California,  report  for  1915,  contends  that  that  bureau  is  ready  to 
supply  any  kind  of  help.  As  proof  it  notes  the  placement  of  a 
court  stenographer  at  ten  dollars  a  day,  a  vice-president  and  general 
manager  at  $250  per  month,  and  a  collector  at  $150  per  month. 
The  federal  agent  at  Kansas  City  tells  of  his  struggles  to  overcome 
the  same  "prejudice." 

Success  in  obtaining  and  developing  the  good  opinion  of  the 
employer,  without  which  the  office  is  foredoomed  to  failure,  depends 
on  the  personality  and  calibre  of  the  local  superintendent.  This 
feature  must  first  of  all  be  taken  care  of  in  the  law  providing  for  the 
bureau.  After  provision  has  been  made  for  a  practical  civil  service 
examination  (written  and  oral),  the  law  should  provide  for  such 
funds  as  will  permit  attractive  initial  salaries,  and  possibilities  for 
increases  as  the  occasion  warrants.  The  combination  of  a  civil 
service  test  and  an  attractive  salary  is  the  sorest  way  to  ward  off 
the  unfit  political  appointee.  One  private  agency  in  Detroit  pays 
its  manager  sixteen  dollars  a  day.11  What  chance  has  the  public 
bureau  in  that  city  to  compete  successfully  against  the  skill  and 
experience  of  such  a  private  agency  manager? 

In  spite  of  these  well  known  facts,  many  of  our  state  systems 
are  without  proper  financial  support.  Some  legislatures  have 
actually  passed  laws  establishing  free  bureaus  without  providing 
any  funds  at  all.  It  is  evident  that  in  such  cases  petty  politics 
were  rife  from  the  start,  and  it  was  probably  fortunate  that  no 
appropriation  was  made.  Several  bills  were  introduced  into  the 
California  legislature  before  one  was  finally  passed.  The  first  one 
that  passed  the  legislature  was  not  signed  because  the  state 
Bureau  of  Labor  Statistics  felt  that  the  appropriation  was  inade- 
quate to  carry  on  the  work.  After  these  many  hold-ups  California 
obtained  an  excellent  bill  and  a  fair  appropriation.  Maryland's 
first  act,  in  force  until  last  year,  granted  $1,000  for  the  annual  up- 
keep of  the  system. 

There  are  many  cases  in  which  the  man  in  charge  has  had 
practically  no  experience  at  the  work,  but  is  actually  interested 
and  eager  to  master  his  subject.  Several  letters  from  superinten- 
dents conclude  with  the  request  to  be  furnished  with  any  printed 
»BvBeHa  No.  19t,  United  States  Bureau  of  Labor  Statistics,  p.  23. 
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matter  of  interest  on  the  subject.  The  central  offices,  of  the  state  and 
federal  systems  would  do  well  to  make  an  active  effort  to  keep  their 
field  men  systematically  supplied  with  appropriate  literature  and 
suggestions.  The  federal  Bureau  of  Labor  Statistics  has  made  a 
beginning  in  this  direction.  The  local  men  are  probably  not  so 
much  stimulated  by  periodical  doses  of  comparative  statistics  as 
they  would  be  by  readable  accounts,  with  results,  of  what  their 
fellow  workers  are  doing  in  various  parts  of  the  country.  Statistics, 
although  they  may  at  times  be  stimulating,  rarely  awaken  a  vision, 
even  in  the  trained  mind. 

There  are  many  and  varied  developers  of  business  known  to  the 
private  employment  agency.  Some  of  their  methods  have  been 
adopted  by- the  public  agencies,  and  in  several  cases  carried  to  more 
advantageous  conclusions.  There  is  a  general  admission,  on  all 
aides,  of  the  superior  ability  of  the  private  agency  solicitors  when 
in  competition  with  the  public  bureaus.  Of  course,  the  private 
agency  has  the  advantage  of  being  able  to  divide  the  spoils  with  the 
person  who  has  final  decision  in  placing  workmen.  But  the  fact 
ia  that  in  moat  cases  the  public  bureau  makes  no  attempt  at  personal 
solicitation.  Here,  again,  funds  are  necessary.  Many  of  the  pub- 
lic agencies  could  not  solicit  through  a  representative  if  they  wished 
to. 

Where  personal  visits  are  impossible  the  mail  and  'phone  have 
been  used  to  great  advantage  by  the  more  progressive  superinten- 
dents in  going  after  new  business.  Mr.  C.  L.  Keep,  the  federal 
agent  at  San  Diego,  California,  has  an  attractive  form  letter  that 
he  addresses  to  everyone  inserting  a  help  wanted  advertisement 
in  the  local  papers.  He  reports  a  remarkable  success  for  this  de- 
vice.   The  letter  is  often  saved  by  the  employer  for  future  reference. 

The  use  of  interpreters  in  employment  offices  in  certain  sections 
of  the  country  adds  greatly  to  (heir  popularity.  It  is  one  of  the 
boasts  of  the  Milwaukee,  Wisconsin,  office  that  its  force  represents 
a  combined  speaking  knowledge  of  eighteen  different  languages. 

Publicity  is  one  of  the  essential  features  of  the  successful  office. 
The  newspapers  must  be  convinced  of  the  mutual  benefits  to  be 
derived  from  running  daily  free  advertisements  for  the  public 
bureau.  Feature  stories  serve  to  keep  the  successful  local  bureau 
constantly  before  the  public  eye.  Several  public  bureaus  complain 
of  lack  of  funds  for  newspaper  advertising,  while  several  otherswho 
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are  most  active  in  point  of  newspaper  publicity  point  to  the  fact 
that  they  never  pay  for  any  of  it.  Much  publicity  is  obtained 
through  bulletins  in  post-offices  and  other  public  buildings.  The 
Wisconsin  offices  send  representatives  to  make  brief  addresses, 
covering  the  functions  of  the  bureau,  at  county  fairs  and  farm  in- 
stitutes. In  line  with  their  general  policy  to  "Boost  Missouri" 
the  bureaus  of  that  state  utilise  the  backs  of  letter  heads  and  en- 
velopes to  help  advertise  themselves.  These  suggestions  represent 
only  a  few  of  the  more  important  ways  in  which  the  progressive 
office  obtains  its  publicity. 


=jl 


FOR   HIGH    GRADE    HELP 

WRITE,  WIRE  OR  PHONE 

STATE  FREE  EMPLOYMENT  OFFICES 

ST.  LOUIS:      917a  Pine  Street        Phones,  Main  3184,  Central  4953 
KANSAS  CITY:  815  Sheidley  Bldg.,  Phone,  Main  4204 

ST.  JOSEPH:  1 10  N.  Seventh  Street        Phone,  Main  1489 

Labor  of  All  Kinds  Furnished     No  Charge  for  the  Service 
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Mr.  Charles  B.  Barnes,  Director  of  the  New  York  State  bureaus, 
and  probably  one  of  the  most  efficient  men  in  the  service,  has  in- 
stituted many  new  features  in  the  system  of  whieh  he  has  charge, 
He  makes  it  a  rule  to  visit  each  branch  office  every  month.  These 
visits  last  from  one  to  three  days.  The  branch  superintendents 
send  to  the  general  office,  at  the  end  of  each  month,  a  "general 
letter"  which  discusses  anything  of  interest  to  the  director  or  to  the 
superintendents  of  the  other  branches.  Such  features  undoubtedly 
develop  that  esprit  essential  to  a  satisfactory  service. 

Next  in  importance  to  adequate  financial  support,  the  word 
cooperation  muBt  certainly  be  the  guiding  star  if  the  public  employ- 
ment bureau  is  to  be  a  considerable  factor  in  relieving  the  stress  of 
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labor  problems.  Codperation  has  to  extend  itself  throughout  every 
ramification  of  the  service.  It  seems  almost  impossible  that  a 
federal  employment  agent  could  write  in  November,  1916: 

I  have  had  very  little  correspondence  with  other  bureaus— in  fact,  they  do 

not  seem  to  know  how  to  cooperate.    The  agent  of  the  state-city  bureau  in 

called  on  me  once,  but  he  did  not  impress  me  favorably  in  the  least.    He  reminded 

me  too  much  of  his  past  deeds  and  accomplishments  in  a  political  way,  and 
didn't  drop  even  a  hint  as  to  how  our  work  could  be  bettered. 

This  condition,  however,  should  hardly  be  considered  as  typical. 
The  Nebraska  system,  although  it  is  far  from  being  a  leader  in  the 
general  field,  due  to  the  meagreneas  of  the  appropriation,  has 
achieved  an  excellent  cooperation  in  its  handling  of  harvest  hands 
for  the  state.  An  annual  bulletin,  issued  in  June,  and  prepared 
after  a  thorough  survey  of  every  county,  deals  with  crop  conditions 
and  harvest  field  needs.  This  bulletin  considers  those  needs  in 
actual  figures,  based  on  the  estimates  of  the  individual  farmers. 

There  may  be  cooperation  in  numberless  ways.  The  women's 
department  of  the  Kansas  City  bureau  has  rallied  the  active  support 
of  the  various  alumnae  societies  in  the  city.  The  aid  of  rural  post- 
masters is  often  used  to  advantage.  These  offices  become,  in  effect, 
sub-bureaus.  The  public  school  system  is  directly  interested  in  the 
vocational  guidance  work  undertaken  by  some  of  the  older  bureaus. 
The  success  of  this  phase  of  the  work  varies  directly  with  the  in- 
tensity of  the  cooperation  between  the  two  organizations  concerned. 

Codperation  among  the  various  bureaus,  municipal,  state  and 
national,  is  the  final  step  in  this  program  of  coordination  and  cen- 
tralisation. We  have  many  instances  of  the  state  and  city  working 
together  in  city-state  bureaus.  The  paramount  consideration  in  the 
establishment  of  the  federal  system  was  the  providing  of  means  for 
the  proper  distribution  of  labor  over  the  country,  as  a  whole.  These 
federal  bureaus  are  cooperating,  in  a  few  particulars,  with  many 
of  the  state  and  city  bureaus.  In  Los  Angeles  the  federal  bureau 
joined  the  city-state  bureau  to  establish  a  city-state-federal  bureau. 
The  first  advantage  of  such  a  union  is  the  mail  franking  privilege 
which  the  federal  representative  brings  to  the  office.  In  this  par- 
ticular instance,  the  combination  made  it  possible  to  send  out  two 
solicitors  with  automobiles  to  visit  the  large  employers. 

Cooperation  in  this  field  is  still  in  its  infancy.  It  might  be 
used,  when  more  fully  developed,  to  provide  a  uniform  system  of 
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reports  and  records.  Records  have  value  chiefly  as  they  furnish 
means  of  comparison.  The  present  method  of  multi-form  records 
robs  them  of  most  of  this  value.  An  adequate  uniform  system  of 
records  throughout  the  country  would  furnish  the  basis  for  future 
progress  in  the  management  of  the  local  office. 

Every  time  an  organization  of  public  employment  bureau 
managers  meets,  it  considers  the  possibility  of  eliminating  the 
private  bureau.  This  elimination  was  the  subject  of  one  of  the 
five  resolutions  passed  by  the  American  Association  of  Public 
Employment  Offices  at  its  Indianapolis  meeting,  September  25, 
1914."  The  evil  practices  of  the  private  offices  are  limited  only  by 
the  ingenuity  of  their  managers."  There  is,  we  would  venture,  a 
large  percentage  of  the  private  agencies  operating  on  an  open  and 
business  basis,  and  performing  a  very  desirable  function  in  the  local- 
ity served.  These  agencies  should  not  be  legislated  out  of  existence, 
it  seems  to  me,  until  a  satisfactory  substitute  is  assured.  The 
question  to  be  decided  in  this  connection  is  whether  or  not  the  public 
agencies  have  covered  the  field,  and  covered  it  successfully.  When 
the  answer  to  this  question  is  a  reasonable  affirmative,  the  decent 
private  agencies  should  be  made  to  suffer  for  the  sins  of  their  less 
respectable  brothers,  and  the  system  abolished.  The  constitutional 
provision  relating  to  the  confiscation  of  property  will  not  be  over- 
looked by  the  vested  interests  in  private  agencies. 

The  incontrovertible  logic  of  the  situation  would  tend  to  suggest 
that  as  the  public  agencies  surpass  the  private  in  services  rendered, 
the  private  will  be  weeded  out  by  natural  forces.  Of  course,  there 
would  be  lingering  instances  of  an  unnatural  existence  where  the 
private  agency  was  in  league  with  the  employment  agents  of  large 
companies,  under  an  agreement  to  split  the  fees.  But  the  experi- 
enced and  efficient,  manager  of  the  public  bureau  would  soon  find 
ways  and  means  to  undermine  these  personal  deals.  Few  concerns 
are  in  business  for  the  benefit  of  their  employment  agents.  It  is 
as  unprofitable  to  the  employer  to  pay  wages  to  a  continuous  stream 

"  "  SeeoUfd^SThal  this  association  go  on  record  aa  favoring  the  elimination,  as 
soon  as  possible,  of  all  private  employment  agencies  operating  for  a  profit  within 
the  United  States,  and  that  it  recommends  to  the  consideration  of  the  United 
States  Commission  on  Industrial  Relations  and  the  various  state  legislatures 
legislation  having  this  end  in  view." 

"  For  an  outline  of  some  of  these  practices  nee  an  article  by  the  author  in 
The  Annati  of  May,   1918. 
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of  green  men  as  it  is  profitable  to  the  private  agent.  Broad  powers 
of  supervision  and  control  (properly  administered)  of  private  agents 
is  a  reasonable  protection  until  such  time  as  they  shall  be  eliminated 
by  competition  with  the  public  bureaus. 

The  public  bureaus  have  not  been  altogether  relieved,  as  yet, 
from  the  national  suspicion  of  labor  organizations.  That  original 
suspicion  is  spending  its  force  as  the  public  bureaus  demonstrate 
their  attitude,  time  after  time,  in  cases  where  there  are  labor  dis- 
putes. President  Gompers,  of  the  American  Federation  of  Labor, 
writes  me  that  the  investigation  of  the  public  bureaus,  ordered  by 
the  Executive  Council  of  the  Federation,  has  not  been  completed. 
While  the  public  bureaus  are  investigating  the  conduct  of  the 
private  agencies,  they  themselves  are  being  subjected  to  a  critical 
examination  by  our  leading  national  labor  organization. 

In  conclusion,  it  seems  clearly  evident  that  the  usefulness  and 
competence  of  the  public  bureaus  have  increased  during  the  past 
two  years."  Most  of  the  road  is  stilljahead,  and  the  obstacles  are 
many.  The  important  steps  forward,  after  a  fair  civil  service  is 
provided  for,  will  logically  depend  on  a  kind  of  round-robin,  begin- 
ning and  ending  with  the  legislature.  This  body  must  be  influenced, 
in  the  first  place,  to  vote  enough  funds  to  attract  a  competent  and 
trained  personnel.  The  high  salaries  will  tend  to  relieve  the  service 
of  its  burden  of  petty  political  workers.  The  efficient  performance 
of  the  new  personnel  will  win  the  confidence  of  the  people — employ- 
ers and  employes  alike — and  make  inexpedient  the  subsequent  use 
of  the  office  for  partisan  politics,  as  was  illustrated  in  the  attempted 
dismissal  of  Mr.  Henneaey  in  Cleveland.1*    Finally,  through  the 

*  Kentucky  and  Nebraska  still  present  very  poor  examples  of  a  state's  at- 
tempt to  serve  employer  and  unemployed.  Maryland  has  reorganised  its  system, 
and  made  some  improvement  over  last  year — not  a  very  difficult  task.  South 
Dakota's  system  is  almost  worthiest.  Nebraska,  on  account  of  lack  of  funds,  con- 
fines its  efforts  to  Btmiflting  with  the  harveste.  The  new  bureaus,  established  in 
Pennsylvania  and  California,  are  first  class. 

u  Mr.  Henneaey,  formerly  superintendent  of  the  Cleveland  city-state  office, 
rendered  such  service  to  his  city  in  the  winter  of  1914-1915  that  he  gained  a  wide 
popularity,  and  distinction  for  efficiency.  Being  a  state  officer  there  was  a  strong 
intimation  from  Columbus  of  his  dismissal,  shortly  after  the  politics  of  the  state 
administration  changed  in  1915.  Immediately,  there  was  such  organised  protest 
on  the  part  of  the  people  of  Cleveland  that  all  mention  of  a  change  in  the  city-state 
employment  office  ceased.  Mr.  Henneaey  resigned,  voluntarily,  in  1916,  to  ac- 
cept die  secretaryship  of  toe  Cleveland  Builders'  Exchange. 
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pressure  of  public  opinion,  those  interested  in  the  work  will  be  able 
to  induce  the  legislature  to  advance  additional  funds  for  further  ex- 
pansion and  more  intensive  work.  This  plan  represents  the  safest, 
and  probably  the  ultimate  method  for  eliminating  the  private 
agency  and  developing  the  functions  of  the  public  bureaus.  While 
this  method  is  disposing  of  the  undesirable  element  among  the  pri- 
vate agencies,  the  municipal,  state  and  federal  officers  in  charge 
of  such  work  can  advance  their  own  interests  and  those  of  the  public 
by  inducing  the  first  class  private  agencies  to  become  a  part  of  the 
public  system. 
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A  FEDERAL    LABOR  RESERVE  BOARD  FOR  THE 
UNEMPLOYED 

OUTLINES  OF  A  PLAN  FOR  ADMINISTERING  THE  REMEDIES 
FOR  UNEMPLOYMENT 

By  William  M.  Leiserson, 
Professor  of  Political  and  Social  Science,  Toledo  University. 

In  dealing  with  unemployment  the  point  has  been  reached 
where  we  must  have  administrative  machinery  to  put  practical 
remedies  into  effect.  The  theoretical  analysis  of  the  problem  is 
complete.  The  general  nature  of  the  facts  is  well  known,  the 
evils  are  undisputed,  the  principal  remedies  have  been  logically 
deduced  and  their  soundness  has  been  established.  Says  Sidney 
Webb,  the  London  publicist  who  has  given  years  of  study  to  the 
subject  of  unemployment,  "the  problem  is  now  soluble,  theoretically 
at  once,  and  practically  as  soon  as  we  care  to  have  it  solved.  "l 

The  remedies  for  unemployment  are  not  new.  Napoleon  in- 
structed his  ministers  to  prosecute  public  works  to  keep  labor  em- 
ployed at  home.  Horace  Greeley  advocated  public  employment 
bureaus  in  the  New  York  Tribune  more  than  sixty  years  ago.  And 
labor  unions  have  been  paying  out-of-work  benefits  for  more  than  a 
quarter  of  a  century.  These  same  measures — labor  exchanges,  un- 
employment insurance  and  the  prosecution  of  public  works  in  times 
of  depression — are  the  remedies  advanced  by  all  intelligent  students 
of  the  subject  today. 

Why  then  have  we  made  so  little  progress  toward  putting  these 
well-known  remedies  into  effect?  Why  must  the  unemployed  suffer 
every  winter  and  why  are  we  overwhelmed  by  the  problem  every 
ten  or  fifteen  years?  It  would  seem  to  be  because  we  have  given  too 
little  attention  to  the  administrative  measures  necessary  to  make  the 
remedies  for  unemployment  practical  and  effective.  Legislators 
have  hesitated  to  enact  laws  that  contained  no  machinery  to  make 
the  remedies  work  out  successfully.    Especially  was  this  true  after 

1  Preface  to  a  Bibliography  on  Unemployment  and  the  Unemployed  prepared  by 

F.  Isabel  Taylor,  London,  1009,  p.  vii.    Mr.  Webb  together  with  his  wife  Beatrice 

Webb  played  a  most  important  part  in  working  out  the  comprehensive  system  of 

labor  exchanges  and  unemployment  insurance  now  in  operation  in  Great  Britain. 
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several  states  had  enacted  employment  office  laws  which  failed  to 
accomplish  their  purposes. 

When  the  British  Royal  Commission  on  the  Poor  Laws  reported 
in  1909  that  "it  is  now  administratively  possible  ....  to 
remedy  most  of  the  evils  of  unemployment,  to  the  same  extent,  at 
least,  as  we  have  in  the  past  century  diminished  the  death  rate 
from  fever,"  it  had  available  plans  for  labor  exchanges  and  un- 
employment insurance  with  the  details  of  their  administration  well 
worked  out.  And  it  was  not  long  after  the  commission  reported 
that  the  plans  were  adopted  by  Parliament.  In  this  country  we 
have  had  many  investigations  of  unemployment  but  the  reports  have 
usually  contained  recommendations  of  a  most  general  nature  with 
little  attention  given  to  describing  the  administrative  machinery 
necessary  to  put  remedies  into  practical  effect. 

When  Congress  undertakes  to  act  on  this  most  perplexing 
problem  it  will  want  to  know  not  so  much  that  labor  exchanges, 
insurance,  etc.,  are  advocated  to  relieve  distress  from  unemploy- 
ment, but  rather  just  how  these  measures  can  be  practically  and 
successfully  administered.  In  the  hope  of  meeting  the  need  for 
such  information  in  part  at  least,  we  attempt  to  outline  here  the 
structure  and  organization  of  a  national  labor  reserve  board  and  to 
describe  the  manner  in  which  such  a  board  might  apply  the  principles 
and  administer  the  remedies  which  a  century  of  investigation  and 
analysis  of  unemployment  has  proved  necessary  and  desirable. 

Why  a  Labor  Reserve  Board? 

The  first  question  that  might  well  be  asked  ia,  "why  should  this 
administrative  organisation  take  the  form  of  a  labor  reserve  board? 
Is  the  labor  market  so  analogous  to  the  money  market?  Can  the 
labor  supply  be  contracted,  expanded  and  shifted  around  in  the 
country  to  meet  varying  needs,  as  money  and  credits  can  be? 

The  answer  is  that,  while  the  problems  of  the  labor  market  are 
not  exactly  analogous  to  the  problems  of  the  money  market,  there 
is  a  fundamental  similarity.  Both  are  problems  of  irregularity  of 
employment,  the  one  of  capital,  the  other  of  labor.  The  main  reason 
for  advocating  a  labor  reserve  board  is  that  the  Federal  Reserve 
Board  already  in  existence  is  an  administrative  machine  created  for 
the  purpose  of  dealing  with  fluctuations,  with  varying,  irregular  de- 
mands for  capital.    The  problem  of  unemployment  is  also  a  prob- 
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lem  of  fluctuations,  of  irregular  demands.  Although  labor  is  es- 
sentially different  from  capital,  and  a  labor  reserve  board  may  have 
to  do  quite  different  things  from  the  financial  reserve  board,  never- 
theless the  administrative  organization  for  dealing  with  irregular 
and  fluctuating  demands  for  labor  will  have  to  be  similar  to  the 
organisation  that  deals  with  fluctuations  for  money  and  credits. 

To  appreciate  the  comparison  it  must  be  understood  that  un- 
employment is  not  a  problem  of  a  superfluous  army  of  workers  be- 
yond the  country's  needs.  Every  careful  student  of  the  subject 
has  pointed  out  that  the  unemployed  are  a  necessary  labor  reserve, 
irregularly  employed  and  not  permanently  unemployed.  The  prog- 
ress of  industry,  improvements  in  machinery  and  methods,  seasonal 
trades  and  the  recurrence  of  prosperity  and  depression  make  this 
reserve  necessary  and  inevitable.  There  could  be  no  industry  as  we 
know  it  and  no  industrial  progress  without  such  a  reserve,  any  more 
than  there  could  be  safety  from  fire  if  there  were  no  firemen  waiting 
for  the  call  whenever  it  should  come.  And  if  we  banished  half  of  our 
wage-earners  today  the  other  half  would  soon  arrange  itself  in  such  a 
way  that  at  any  given  time  some  would  be  working  and  others  would 
he  waiting — unemployed.  These  reserves,  however,  are  temporarily, 
oot  permanently,  out  of  work.  At  any  given  time  the  unemployed 
are  but  a  sample  of  the  reserves.  The  unemployed  man,  as  one 
authority  puts  it,  is  an  industrial  factor,  not  a  parasite  upon  in- 
dustry.1 

Statistically  this  irregular  employment  is  represented  by  the 
fluctuating  line  showing  percentage  of  workers  unemployed.  "Can 
you  see  in  your  mind's  eye,"  asks  Mr.  Paul  Warburg,  a  member  of 
the  Federal  Reserve  Board,  "the  curve  representing  the  fluctuations 
of  our  past  interest  rates?  You  will  find  it  a  wild,  zigzag  line  rapidly 
moving  up  and  down  between  more  than  one  hundred  per  cent  and 
one  per  cent.    Teach  the  country  to  watch  that  curve  in  the  future, 

1  The  picture  we  commonly  have  in  our  minds  about  unemployment  is  the 
cartoonist's  caricature—a  long  line  of  hungry  hoboes  waiting  for  meals  and  lodg- 
ing— "Our  Standing  Army."  But  this  does  not  accurately  describe  the  problem. 
A  truthful  illustration  is  that  recently  published  in  a  report  on  the  Unemployed 
in  Philadelphia  [Steadying  Employment,  by  J.  H.  Willito,  Supplement  to  The 
Anitali,  May,  1916).  This  shows  a  revolving  platform  with  working  men  being 
constantly  thrown  off  and  jumping  on  again,  and  bearing  the  legend  "The  India- 
trial  Roulette  Wheel— Off  Again— On  Again— Fired  Again." 
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the  straighter  the  line,  the  smaller  its  fluctuations,  the  greater  will 
be  the  beneficient  effects  of  our  system.  "* 

What  is  it,  then,  that  the  reserve  board  is  doing?  It  is  trying 
to  regularize  the  employment  of  capital,  to  remove  fluctuations  and 
to  make  it  more  steady.  Look  at  any  chart  showing  the  curve  of 
employment  and  you  will  find  a  similar  zigzag  line  fluctuating  be- 
tween more  than  forty  per  cent  unemployed  and  a  minimum  of 
about  three  per  cent.  The  recurrence  of  busy  and  slack  seasons  in 
different  industries  and  the  industrial  cycle  of  prosperity  and  depres- 
sion which  show  themselves  in  the  employment  curve  are  paralleled 
in  charts  published  by  the  Monetary  Commission  showing  fluctua- 
tions in  interest  rates.  And  if  we  look  to  the  conditions  which  the 
United  States  Monetary  Commission  found  in  the  money  market, 
we  may  see  that  the  reasons  given  for  the  creation  of  a  money  reserve 
board  will  also  hold  for  a  labor  reserve  board. 


The  Monet  Market 
The     Monetary    Commission 
reported  as  follows: 

1.  We  have  no  provision  for 
the  concentration  of  the  cash 
reserves  of  the  banks  and  for 
their  mobilization  and  use  where- 
ever  needed  in  times  of  trouble. 
Experience  has  shown  that  the 
scattered  cash  reserves  of  our 
banks  are  inadequate  for  pur- 
poses of  assistance  or  defense  at 
such  times. 

2.  We  lack  means  to  insure 
such  effective  cooperation  on  the 
part  of  banks  as  is  necessary  to 
protect  their  own  and  the  public 
interests  in  times  of  stress  or 
crisis.  There  is  no  cooperation 
of  any  kind  among  banks  outside 
the  clearing  house  cities.  While 
clearing  house  organizations  of 

•  The  Federal  Rcnra  fljitem. 


The  Labob  Market 
Could     not     this     be     para- 
phrased to  read? 

1.  We  have  no  provision  for 
the  concentration  of  the  labor 
reserves  of  the  various  indus- 
tries, and  for  their  mobilization 
and  use  wherever  needed.  Ex- 
perience has  shown  that  the 
scattered  labor  reserves  main- 
tained by  each  employer  and  each 
industry  Lmake  for  duplication 
and  unnecessarily  large  reserves. 

2.  We  lack  means  to  insure 
such  effective  cooperation  of 
employers  and  employment  agen- 
cies to  protect  the  interests 
of  the  unemployed  as  well  as  of 
the  public.  There  is  no  co- 
operation of  any  kind  among  em- 
ployers or  employment  agencies 
except  where  the  former  main- 
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banks  have  been  able  to  render 
valuable  services  within  a  limited 
sphere  ....  the  lack  of 
means  to  secure  their  coopera- 
tion or  affiliation  in  broader 
fields  makes  it  impossible  to  use 
these  ....  to  prevent 
panics  or  to  avert  calamitous 
disturbances  affecting  the  coun- 
try at  large. 


3.  We  have  no  power  to  en- 
force the  adoption  of  uniform 
standards  with  regard  to  capital, 
reserves,  examinations,  and  the 
character  and  publicity  of  re- 
ports of  all  banks  in  different 
sections  of  the  country. 

4.  The  narrow  character  of 
our  discount  market,  .  .  .  . 
results  in  sending  the  sin-plus 
money  of  all  sections,  .  .  .  . 
to  New  York,  where  it  is  usually 
loaned  out  on  call  on  stock  ex- 
change securities,  tending  to 
promote  dangerous  speculation 
and  inevitably  leading  to  in- 
jurious disturbances  to  reserves. 


tain  a  blacklisting  bureau  and 
the  latter  get  large  enough  fees 
to  divide  between  several  labor 
agents.  While  state  labor  de- 
partments have  been  able  to 
render  valuable  services  within 
a  limited  sphere  where  they  have 
had  a  central  office  for  several 
public  employment  bureaus,  the 
lack  of  means  to  secure  their 
cooperation  on  a  national  scale 
and  the  limited  nature  of  then- 
activities,  make  it  impossible  to 
use  these  to  mitigate  the  effects 
of  great  industrial  depressions. 

3.  We  have  no  power  to  en- 
force the  adoption  of  uniform 
standards  with  regard  to  records, 
methods  of  management,  public- 
ity and  reports  of  all  employ- 
ment agencies  public  and  private 
in  different  sections  of  the  coun- 
try. 

4.  The  narrow  character  of 
our  market  for  labor  (depending 
on  the  connections  which  the 
individual  worker  can  himself 
establish)  results  in  sending  the 
labor  reserves  of  all  sections  to 
New  York,  Chicago  and  other 
very  large  industrial  centers, 
where  it  is  usually  possible  to 
pick  up  an  odd  job  when  regular 
employment  fails.  This  tends 
to  promote  parasitic  industries 
based  on  cheap  labor  and  in- 
evitably leads  to  under-employ- 
ment  and  exploitation  of  the 
surplus  labor  reserves. 
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5.  We  have  no  effective  agen- 
cy covering  the  entire  country 
which  affords  necessary  facili- 
ties for  making  domestic  ex- 
changes between  different  locali- 
ties and  sections,  or  which  can 
prevent  disastrous  disruption  of 
all  such  exchangee  in  times  of 
serious  trouble. 

6.  We  have  no  instrumental- 
ity that  can  deal  effectively  with 
the  broad  questions  which,  from 
an  international  standpoint,  af- 
fect the  credit  and  status  of  the 
United  States  as  one  of  the  great 
financial  powers  of  the  world. 


5.  We  have  no  effective  agen- 
cy covering  the  entire  country 
which  affords  necessary  facili- 
ties for  directing  our  migratory 
workers  to  different  localities 
and  sections,  or  which  can  mobi- 
lize the  public  work  of  the  coun- 
try to  prevent  disastrous  indus- 
trial crises. 

6.  We  have  no  instrument- 
ality that  can  deal  effectively 
with  the  industrial  cycles  of 
prosperity  and  depression,  in- 
ternational in  their  scope,  the 
markets  and  labor  demands  of 
the  United  States  as  one  of  the 
great  industrial  nations  of  the 
world. 

7.  Our  system  lacks  an  agen- 
cy whose  influence  can  be  made 
effective  in  securing  greater  uni- 
formity and  steadiness  of  em- 
ployment, and  reasonable  rates 
of  pay  for  labor  in  all  parts  of 
the  country. 

There  is  the  parallel  so  far  as  it  can  be  drawn.  Analysis  of  the 
labor  market  shows  that  labor  reserves  are  made  unnecessarily 
large  and  unemployment  increased  by  each  employer  keeping  a  full 
reserve  for  himself.  If  provision  were  made  for  mobilizing  the  re- 
serves at  central  labor  exchanges  the  same  workers  might  be  used  by 
different  employers  and  the  total  reserves  could  be  reduced,  just  as 
banks  connected  with  the  federal  reserve  system  now  keep  only  a 
fifteen  per  cent  cash  reserve  instead  of  twenty-five  per  cent  required 
before  the  reserve  board  was  established.  Private  labor  agencies 
are  uncontrolled  when  they  operate  across  state  lines.  They  scatter 
the  labor  reserves  and  exploit  the  unemployed,  while  the  operations 
of  public  employment  agencies  are  restricted  to  small  areas  and 
their  influence  limited.    Industrial  depressions  are  accentuated  by 


7.  Our  system  lacks  an  agen- 
cy whose  influence  can  be  made 
effective  in  securing  greater  uni- 
formity, steadiness  and  reason- 
ableness of  rates  of  discount  in 
all  parts  of  the  country. 
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governments  cutting  off  funds  for  public  work  in  hard  times,  when 
an  effective  national  agency  might  save  from  prosperous  times  part 
of  the  public  work  and  mobilize  all  of  it  in  hard  times  and  use  it  to 
create  demand  for  labor  and  thus  offset  the  industrial  depression. 

What  Shall  the  Labor  Reserve  Board  Do? 

We- need  no  more  investigating  commissions  to  tell  us  that  the 
first  step  in  any  program  of'  dealing  with  unemployment  must  be  to 
organize  a  national  system  of  labor  exchanges.  Just  as  the  first 
work  of  the  Federal  Reserve  Board  was  to  unite  all  the  banks  of  the 
country  into  one  system,  so  the  first  duty  of  the  Labor  Reserve  Board 
must  be  to  organize  all  the  employment  offices  of  the  country  into 
one  system  of  labor  exchanges. 

But  how  to  organize  that  national  labor  exchange  system? 
What  sort  of  a  system  shall  it  be — and  how  administered? 

There  has  been  much  loose  talk  about  the  federal  government 
establishing  employment  offices,  like  post  offices,  throughout  the 
country,  or  making  the  post  offices  do  the  work  of  employment 
bureaus.  No  federal  labor  exchange  system  can  be  successful  that 
ignores  the  existence  of  the  state  and  municipal  employment  offices. 
There  are  now  about  one  hundred  of  them  in  more  than  half  the 
states,  and  some  of  them  have  reached  a  high  degree  of  efficiency  and 
influence  in  their  communities.4  For  the  federal  government  to 
duplicate  their  work  or  to  try  to  compete  with  them  would  seem 
most  unwise.  And  cooperation  or  dividing  the  field  between  local 
employment  offices  conducted  by  the  United  States  government  and 
others  conducted  by  the  states  is  out  of  the  question  until  all  offices 
have  a  common  understanding  of  what  their  work  and  their  methods 
should  be,  and  are  under  the  direction  of  one  central  agency.  The 
Federal  Reserve  Board  did  not  establish  new  local  banks.  It  welded 
the  existing  banking  institutions  into  one  national  organisation, 
while  yet  allowing  them  much  freedom  to  develop  in  their  own  ways. 
It  ia  just  that  sort  of  a  labor  exchange  system  that  must  be  con* 
structed  out  of  the  existing  employment  offices. 

The  recognition  of  this  has  led  many  people  to  advocate  "  clear- 
ing houses  "  for  employment  agencies  to  be  established  by  the  United 
States  government  without  giving  a  definite  idea  of  how  such  clearing 

4  See  Monthly  Review  of  Ok  Vni'td  State*  Bureau  of  labor  Statute*  and 
RuUeiin  No.  192. 
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houses  would  operate.  There  is  no  doubt  that  a  labor  exchange 
system  will  need  district  offices,  similar  to  the  twelve  federal  reserve 
banks  for  the  banking  system.  But  these  cannot  be  created,  cannot 
have  any  real  work  to  do  until  the  local  offices  have  been  put  under 
national  control,  their  records  and  business  methods  standardized, 
their  management  made  uniform.  At  the  present  time  they  vary 
bo  in  their  organization  and  methods  that  neither  comparison  nor 
cooperation  among  them  is  possible. 

To  lay  the  foundations,  therefore,  and  to  create  the  administra- 
tive machinery  for  a  labor  exchange  system,  the  Federal  Labor 
Reserve  Board  will  establish  a  central  bureau  in  Washington  and 
build  up  a  force  of  employes  trained  in  methods  of  organising  and 
managing  employment  offices,  in  devising  and  keeping  records,  in  col- 
lecting and  studying  labor  market  statistics  and  in  supervising  the 
work  of  local  employment  bureaus.  With  this  force  the  federal 
board  can  aid  states  and  cities  in  establishing  employment  bureaus, 
help  in  devising  plans  of  organization  for  them,  assist  in  installing 
uniform  systems  of  records  and  management,  and  supervise  their 
work  to  maintain  minimum  standards  of  service  and  efficiency. 

As  an  inducement  to  state  and  city  employment  offices  to  join 
the  national  system,  the  Labor  Reserve  Board  might  give  each  local 
bureau  a  number  as  a  branch  of  a  United  States  labor  exchange,  and 
offer  to  each  bureau  which  affiliated  as  a  branch  and  adopted  the 
minimum  standards  the  franking  privilege,  for  its  postage,  a  privilege 
which  is  now  enjoyed  only  by  the  federal  offices.  Plans  are  now 
afoot  for  grants  in  aid  of  vocational  education,  road  building  and 
other  matters  of  national  concern.  A  Labor  Reserve  Board  might 
recommend  federal  aid  to  the  states  to  bring  their  employment 
bureaus  up  to  a  national  standard  of  efficiency  and  to  induce  them 
to  deal  with  unemployment  in  conformity  with  a  national  plan. 

Instead  of  establishing  clearing  houses  with  uncertain  duties, 
the  Federal  Labor  Reserve  Board,  if  it  is  careful,  will  create  district 
offices  in  different  parts  of  the  country  for  the  purpose  of  licensing 
and  regulating  private  labor  agencies  doing  an  interstate  business. 
The  purpose  of  this  regulation  should  be  to  drive  the  dishonest  agents 
out  of  business  and  to  bring  the  rest  under  the  control  of  the  national 
labor  exchange  system  until  such  time  as  the  people  decide  to  keep 
private  individuals  out  of  the  employment  business  entirely.  This 
regulation  iB  an  immediate  need-    There  are  probably  close  to  5,000 
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private  labor  agencies  in  the  country.  In  the  work  of  regulation  the 
government  officials  would  get  the  knowledge  and  experience  neces- 
sary to  conduct  large-scale  public  labor  exchanges,  and  when  both 
the  public  and  the  private  offices  have  been  standardized  and  brought 
under  national  control,  it  would  then  be  plain  whether  the  District 
Offices  could  function  as  clearing  houses  and  just  how  they  should 
do  it. 

The  essential  duty  of  a  system  of  labor  exchanges  is,  of  course, 
to  distribute  reliable  information  regarding  labor  supply  and  de- 
mand, and  to  connect  the  two  as  quickly  as  possible.  As  a  means 
of  accomplishing  this  a  Labor  Market  Bulletin  of  some  kind  is  neces- 
sary. Such  a  bulletin  must  be  designed  to  overcome  the  evils  that 
now  result  from  indiscriminate  publicity  given  by  newspapers.  It 
is  obvious  that  the  genuineness  of  demands  for  labor  must  fust  be 
established,  but  even  though  the  statements  of  demand  are  abso- 
lutely true,  it  is  none  the  less  mischievous  to  distribute  them  indis- 
criminately through  the  press  or  post  office.  Forty  thousand  men 
may  really  be  needed  in  Kansas,  but  over  100,000  may  respond  to 
the  call,  unless  the  traveling  in  answer  to  the  call  is  controlled  by 
local  employment  offices.  This  has  actually  happened,  and  it  is 
for  this  reason  that  the  American  Association  of  Public  Employ- 
ment Offices  has  gone  on  record  against  the  widespread  distribution 
of  labor  market  bulletins. 

Instead  of  such  a  scheme  of  widespread  distribution,  the 
Federal  Labor  Reserve  Board  will  therefore  issue  a  bulletin  intended 
primarily  for  employment  bureau  officials,  just  as  the  Federal  Re- 
serve Board  Bulletin  is  intended  primarily  for  bankers.  From  this 
abstracts  will  be  made  for  newspapers,  but  never  in  such  a  way  as  to 
lead  workers  to  travel  to  a  distant  place  for  work  without  making 
certain  of  an  opening  there  by  applying  to  the  local  branch  of  the 
labor  exchange. 

Other  Work  of  the  Labor  Reserve  Board 
There  are  other  important  administrative  questions  which  need 


First  among  them  is  the  policy  of  using  public  work  to  regularise 
the  labor  market.  Here  again  the  financial  reserve  board  can  offer 
an  example  to  a  labor  reserve  board. 
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The  aiin'of  the  federal  reserve  aystem,  to  quote  Mr.  Warburg  again,  must 
....  be  to  keep  this  gigantic  structure  of  loan*  and  investments  ....  both 
from  over-contracting,  and,  as  well,  from  over-expanding,  so  that,  as  the  natural 

and  inevitable  result,  it  may  not  be  forced  to  contract Effectively 

to  deal  with  the  fluctuations  of  bo  gigantic  a  total  is  a  vast  undertaking.  If  the 
task  is  to  be  accomplished  successfully,  it  cannot  be  by  operations  which  are  con- 
tinuous and  of  equal  force  at  all  times,  but  only  by  carrying  out  a  very  definite 
policy  which  will  not  only  employ  funds  with  vigor  at  certain  times,  but,  with  equal 

determination,  will  refuse  to  employ  funds  at  others To  bring  about 

stability  of  interest  rates,  ....  judicious  withholding,  and  in  turn  judicious 
employment  by  the  Federal  Reserve  Banks,  of  their  longing  power    .... 


By  auch  a  policy  of  withholding  and  offering  the  Federal  Bo- 
serve  Board,  with  a  lending  power  of  only  1600,000,000,  ia  able  to 
steady  and  stabilize  the  operations  of  banks  and  trust  companies 
with  loans  and  investments  amounting  to  913,000,000,000. 

How  much  our  governments  might  do  to  keep  the  labor  market 
from  over-contracting  and  over-expanding  by  withholding  public 
work  in  time  of  active  labor  demand  and  prosecuting  such  work 
vigorously  in  times  of  depression,  we  can  only  guess  at  until  we 
have  a  Federal  Labor  Reserve  Board  to  devise  the  plan  of  mobilizing 
the  work  of  national,  state  and  local  governments  and  of  judiciously 
withholding  the  prosecution  of  such  work.  In  England  it  has  been 
estimated  that  if  3  or  4  per  cent  of  the  public  work  were  saved  in 
prosperous  years,  to  be  used  in  years  of  depression,  enough  would 
be  accumulated  to  make  up  the  reduction  in  pay  roll  caused  by  the 
depression.  How  the  government  may  "employ  funds  with  vigor 
at  certain  times,"  and  "with  determination  ....  refuse  to 
employ  funds  at  others"  is  a  policy  which  can  be  successfully  de- 
termined only  by  a  permanent  Labor  Reserve  Board; 

Second,  the  collection  of  information  regarding  the  opportuni- 
ties for  self-employment  in  the  United  States,  particularly  on  the 
land.  The  Labor  Reserve  Board  must  study  and  devise  methods 
and  machinery  for  helping  workers  to  acquire  land  on  easy  pay- 
ments, and  for  securing  small  homesteads  in  suburban  districts  for 
city  workers.  When  the  factory  slows  down  let  the  wage-earner 
have  a  garden  to  work.  It  can  be  made  to  supplement  his  income 
considerably  and  may  be  one  of  the  most  effective  remedies  for 
unemployment,  as  Rowntree's  study  in  Belgium  has  shown.  Mr. 
*  Feitral  Ratrus  Bvlldin,  March,  1916,  p.  103. 
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Cromer's  bill  (H.  It.  11329)  is  a  step  in  the  right  direction  when  it 
provides  for  unifying  and  harmonizing  the  duties  and  powers  relating 
to  distribution  of  labor  and  land  settlement  with  a  view  to  recom- 
mendations for  further  legislation.  But  this  as  well  as  the  work  of 
the  National  Colonization  Board  which  the  bill  proposes  to  create 
would  be  much  better  accomplished  by  a  Federal  Labor  Reserve 
Board  that  administers  the  fundamental  machinery  of  the  labor 
market,  the  labor  exchanges. 

Third,  the  board  must  work  to  prevent  trades  and  industries 
from  becoming  overcrowded,  oversupplied  with  laborers.  The 
industries  and  localities  which  are  growing  and  in  need  of  labor  will 
be  made  known  and  warnings  issued  against  the  trades  and  places 
which  are  oversupplied  with  labor  and  where  unemployment  is 
most  prevalent.  This  service -will  be  connected  with  the  schools 
to  enable  them  to  guide  juvenile  workers  into  promising  employ- 
ments; and  the  immigration  service  also  will  be  assisted  in  directing 
new  workers  into  fields  where  their  labor  is  needed  and  in  preventing 
them  from  lowering  standards  by  overcrowding  trades. 
'  Finally  the  duty  of  the  Labor  Reserve  Board  must  be  to  devise 
a  method  of  administering  unemployment  insurance  in  this  country, 
and  to  conduct  such  a  system  in  connection  with  the  public  labor 
exchanges.  Until  this  can  be  accomplished  it  will  encourage  and 
assist  workers  to  insure  themselves  against  unemployment,  help 
trade  unions  to  establish  and  extend  out-of-work  benefits  and  show 
public  authorities  how  unemployment  insurance  can  be  practically 
conducted  to  relieve  distress  among  the  workers  and  encourage 
policies  of  prevention  of  unemployment  among  employers. 

It  will  be  noted  that  aside  from  the  conduct  of  employment 
bureaus  the  functions  of  the  Labor  Reserve  Board  are  stated  in  the 
most  general  terms.  The  practical  details  of  shifting  public  work, 
colonizing  unsettled  land,  helping  workers  acquire  homesteads  and 
guiding  young  people  and  immigrants  into  desirable  vocations  re- 
quire further  investigation  before  Congress  can  legislate.  The  law 
can  create  the  labor-exchange  machinery  at  once.  For  the  rest  the 
Labor  Reserve  Board  will  conduct  a  permanent  laboratory  and 
be  the  responsible  authority  for  studying  unemployment,  devising 
remedies  and  making  recommendations  to  Congress,  just  as  the 
Reserve  Board  handles  new  problems  in  the  money  market. 
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How  the  Labor  Rbsebve  Board  will  be  Obqanized 

We  can  hardly  hope  that  our  government  will  do  as  it  did  with 
the  money  question,  hire  a  board  of  five  highly  trained  men  and  pay 
them  each  $12,000  a  year  to  work  out  the  problems  of  the  labor 
market.  At  least,  not  till  labor  is  much  more  powerful  in  the 
councils  of  the  nation  than  it  is  at  present. 

A  good  beginning,  however,  can  be  made  by  making  the 
Secretary  of  Labor  and  the  Commissioner  of  Labor  Statistics  ex- 
officio  members  of  the  Federal  Labor  Reserve  Board,  just  as  the 
Secretary  of  the  Treasury  and  the  Comptroller  of  the  Currency  are 
members  of  the  financial  reserve  board.  In  addition  the  Secretary 
of  Commerce,  as  representing  the  other  side  of  the  labor  bargain, 
should  be  appointed  and  also  the  Secretary  of  Agriculture.  To  these 
can  be  added  a  Commissioner  of  Employment  appointed  by  the 
President.  The  five  men  will  then  constitute  the  Federal  Labor 
Reserve  Board  of  which  the  Commissioner  of  Employment  will  be 
chairman.  The  relation  of  the  board  to  the  Department  of  Labor 
should  be  the  same  as  that  of  the  Federal  Reserve  Board  to  the 
Treasury  Department,  independent  and  free  to  experiment  and 
strike  out  along  new  lines,  but  always  in  close  connection  with  the 
department  that  handles  all  labor  problems.  ' 

As  a  beginning  toward  building  up  the  expert  force  a  Director 
of  Labor  Exchanges  should  be  appointed  which  later  might  be 
followed  by  a  Director  of  Public  Works,  Director  of  Unemploy- 
ment Insurance,  etc.  When  the  organization  is  fully  developed  these 
officials  might  themselves  be  the  Labor  Reserve  Board,  but  for  a 
beginning  the  other  form  of  organization  would  be  sufficient. 

The  Director  of  Labor  Exchanges  should  be  Secretary  and 
chief  responsible  officer  of  the  board.  He  should  also  act  as  Secre- 
tary of  the  Advisory  Council,  which  must  be  an  important  part  of 
any  labor  reserve  system,  the  organization  and  functions  of  which 
we  must  now  consider. 

ADVISOBT  CotTNCXL 

No  plan  of  dealing  with  unemployment  can  expect  to  succeed 
which  does  not  recognize  the  conflict  of  interests  between  labor  and 
capital.  The  neglect  of  this  in  the  organization  of  our  state  employ- 
ment bureaus  has  been  largely  responsible  for  their  ineffectiveness. 
If  we  do  not  recognize  the  struggle  frankly  and  bring  it  out  into  the 
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open  under  public  scrutiny,  it  will  go  on  in  the  dark  behind  our 
backs,  each  side  seeking  to  gain  control  of  the  labor  reserve  machin- 
ery to  promote  its  own  purposes. 

In  the  organization  of  the  financial  reserve  board  there  were 
three  interests  to  be  considered.  There  were  first  the  business  men 
and  the  bankers;  and  the  authorities  representing  the  public  con- 
stituted the  third  interest.  The  Federal  Reserve  Act  met  the  prob- 
lem of  these  conflicting  interests  by  creating  an  Advisory  Council 
composed  of  one  member  selected  by  the  Director  of  each  Federal 
Reserve  Bank.  These  directors  in  turn  were  divided  into  three 
classes,  one-third  of  them  representing  the  banks  in  the  reserve 
district,  another  third  representing  the  business  men,  and  the  other 
third  appointed  by  the  Federal  Reserve  Board  to  represent  the 
public. 

Similarly  the  Labor  Reserve  Board  must  have  a  federal  Advi- 
sory Council  to  represent  conflicting  interests.  The  organised 
employers  and  the  organized  workers  of  the  country  should  each  be 
called  upon  to  nominate  representatives,  and  the  states  and  cities 
which  conduct  public  employment  bureaus  might  be  given  the  same 
privilege.  Three  or  five  members  from  each  of  these  interests  ap- 
pointed by  the  President  would  constitute  the  Advisory  Council  to 
meet  in  Washington  four  times  a  year  or  oftener  with  the. Labor 
Reserve  Board  just  as  the  Advisory  Council  of  the  financial  reserve 
system  meets  with  its  board. 

The  council  will  advise  and  assist  in  all  matters  dealt  with  by  the 
Labor  Reserve  Board.  Questions  of  policy,  proposed  investigations 
and  all  rules  and  regulations  for  the  administration  of  the  labor  re- 
serve system  would  be  submitted  to  this  council.  No  rule  or  policy 
will  be  adopted  until  it  has  first  been  considered  by  the  council. 
The  board  need  not  necessarily  be  bound  by  the  action  of  the 
council,  but  the  votes  and  the  opinions  of  the  interests  represented 
should  be  recorded  and  made  public,  so  that  policies  which  may  be- 
come political  questions  nan  be  kept  in  the  open,  decided  by  the 
people  and  by  Congress,  and  not  left  to  the  manipulation  of  one 
side  or  the  other. 

An  additional,  most  important  function  of  the  council  would 
be  to  aid  in  the  selection  of  the  staff  that  is  employed  by  the  board. 
The  staff,  of  course,  will  be  in  the  classified  civil  service,  but  a  prime 
qualification  of  the  officials  must  be  impartiality  as  between  labor 
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and  capital.  Only  such  candidates  should  be  placed  on  the  eligible 
lists  as  have  the  confidence  of  the  representatives  of  labor  and  capital 
on  the  Advisory  Council.  The  ratings  that  these  representatives 
give  must  be  made  a  part  of  the  examination,  which  necessarily  will 
consist  largely  of  oral  interviews. 

This  form  of  civil  service  is  to  be  applied  not  only  to  subordinate 
employes,  but  to  all  officials  of  the  labor  reserve  system  including  the 
Director  of  Labor  Exchanges.  These  officers  have  no  political 
policies  to  decide  and  should  have  a  secure  tenure  of  office  so  that 
they  can  make  a  career  of  the  service  and  acquire  the  knowledge 
necessary  to  handle  the  complicated  problems  with  which  they  will 
have  to  deal.  In  recent  years  the  classified  service  has  been  ex- 
tended with  remarkable  success  to  include  very  high  grade  positions, 
'  and  the  experience  of  states  like  Wisconsin  and  New  York  where  the 
directors  of  the  labor  exchanges  are  in  the  classified  service  argues 
for  the  adoption  of  a  similar  plan  in  a  federal  employment  system. 

Conclusion 

All  these  questions  of  administrative  detail  are  important, 
because,  as  we  noted  at  the  beginning,  we  have  reached  the  point 
in  dealing  with  unemployment  where  the  theoretical  questions  have 
been  solved  and  the  principles  of  practical  administration  must  now 
be  emphasized.  This  most  important  work  has  been  flagrantly 
neglected  by  economists  and  social  workers  alike.  We  shall  be 
years  in  getting  anything  like  an  adequate  plan  of  dealing  with  un- 
employment unless  we  begin  at  once  to  study  the  detailed  problems 
of  administration  and  to  train  men  who  will  be  able  effectively  to 
administer  the  remedies. 

Back  in  1892  and  1893  we  had  mass  meetings  of  the  unemployed, 
work-shops,  soup  houses,  committees  of  all  kinds  and  hunger 
parades.  Interest  in  unemployment  was  aroused  in  every  city  of 
the  land.  But  what  was  left  of  it  when  the  depression  passed 
away?  How  much  of  the  result  could  be  used  in  the  hard  times 
of  1913  and  1914?  Nothing  permanent  was  created.  And  when 
the  last  crisis'  came  along  we  bad  the  same  parades,  the  same  com- 
mittees, work-shops  and  soup  houses.  Oh  yes!  And  we  added  the 
"Hotels  de  Gink"! 

And  what  have  we  as  a  result  of  all  this  last  agitation?  Only 
some  improved  and  efficient  public  employment  bureaus,  in  New 
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York,  Ohio  sod  Illinois.  But  the  rerison  we  have  even  these  meager 
results  is  because  some  employment  officials  had  seen  how  little 
they  knew  about  running  their  bureaus  and  had  organized  a  national 
association  which  worked  out  details  for  proper  and  successful  ad- 
ministration of  the  bureaus.  The  agitation  when  harnessed  to 
their  practical  plans  brought  some  real  results.  But  what  else  of 
permanent  accomplishment  for  the  future  can  we  point  to?  Most 
of  the  steam  went  off  in  the  sir — lost — because  we  had  nothing 
definite  which  we  could  make  drive. 

Let  us  create  the  machinery  of  a  Federal  Labor  Reserve  System 
now,  and  when  the  next  wave  of  unemployment  comes  it  may  drive 
this  machinery  toward  a  solution  of  the  problem. 
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THE  EXTENT  OF  TRADE  UNIONISM 

By  Leo  Wolman, 
University  of  Michigan. 

The  quantitative  analysis  of  phenomena  is  assuming  in  the 
study  of  the  science  of  economics  a  position  of  increasing  importance. 
.Recognition  is  at  last,  if  grudgingly,  being  given  to  the  fact  that 
discussions  of  the  influence  of  economic  forces  and  tendencies  are  of 
great  or  of  little  value  in  proportion  as  there  exists  some  numerical 
measure  of  the  strength  or  extent  of  these  forces.  Particularly  is 
this  the  case  where  the  discussion  is  concerned  with  the  intricate 
problem  of  tracing  the  influence  of  such  an  institution  as  modern 
trade  unionism.  A  prerequisite  to  an  intelligent  study  of  the  labor 
movement  consists  in  an  accurate  statistical  estimate  of  the  extent 
and  ramifications  of  the  movement.  While  it  is  of  course  true  that 
the  influence  of  a  movement  is  frequently  out  of  all  proportion  to  the 
numbers  participating  in  it,  as  in  the  case  of  the  Industrial  Workers 
of  the  World,  a  knowledge  of  the  statistics  of  increase  and  de- 
crease in  membership  will  even  in  such  a  case  throw  considerable 
light  upon  the  successive  rise  and  decline  in  influence. 

I 

The  problem  of  determining  the  extent  of  trade  unionism  in 
a  country  can  be  attacked  first  by  registering  the  absolute  member- 
ship of  labor  organisations  and  then  by  calculating  the  ratio  of 
this  membership  to  the  industrial  population  of  the  country.1  The 
first  step,  because  of  the  present  disorganization  in  the  collection 
of  this  form  of  labor  statistics  in  the  United  States,  necessitates 
laborious  compilation  from  a  large  number  of  scattered  sources. 
Beyond  this,  although  some  slight  difference  of  opinion  may  exist 
as  to  the  definition  of  a  trade  union  and  hence  as  to  the  statistical 
limits  of  the  study,  the  problem  is  one  of  mere  enumeration.  With 
regard,  however,  to  the  calculation  of  the  relative  extent  of  trade 

■For  a  comprehensive  discussion  of  this  whole  subject  see  the  author's 
article  on  "The  Extent  of  Labor  Organization  in  the  United  States  in  1910," 
Quarterly  Journal  oj  Economics,  May,  1S16,  p.  486. 
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unionism,  the  difficulties  are  many  and  real.  If  a  trade  union  be 
defined  as  a  voluntary  organization  of  wage-earners,  an  accurate 
index  of  the  numerical  extent  of  the  trade  union  movement  would  be 
*  the  ratio  of  the  total  membership  of  trade  unions  to  the  wage-earning 
population.  Unfortunately,  no  attempt  is  made  in  the  census  to 
distinguish  a  wage-earning  class;  and  previous  to  the  publication  of 
the  Census  of  Occupations  of  1910,  which  contains  a  much  more 
detailed  analysis  of  the  occupational  distribution  of  the  working 
population  than  can  be  found  in  any  earlier  census,  not  even  a 
reliable  estimate  of  the  extent  of  a  wage-earning  class  was  feasible. 
With  the  material  that  is  now  available,  however,  it  is  possible,  by 
making  rough  deductions  of  those  groups  included  in  the  Census  of 
Occupations  of  1910  that  are  clearly  comprised  by  members  of  the 
employing  and  salaried  classes,  to  obtain  a  reasonably  accurate 
basis  for  calculating  the  extent  of  trade  unionism  among  the  wage- 
earners  of  the  United  States. 

The  total  membership  of  trade  unions  in  the  United  States  in 
1910  was  2,118,317;  in  the  same  year  the  total  number  of  persons 
gainfully  engaged  in  industry  in  this  country  was  38,134,712.  The 
members  of  trade  unions,  therefore,  constituted  in  the  last  census 
year  5 . 5  per  cent  of  the  industrial  population  of  the  United  States. 
This  percentage,  however,  appreciably  underestimates  the  strength 
ot  the  trade  union  movement  because  of  the  inclusion,  in  the  aggre- 
gate of  persons  "gainfully  engaged"  in  industry,  of  members  of  the 
employing  and  salaried  classes.  By  combining  those  groups  in 
industry  that  are  composed  of  members  of  the  employing,  salaried 
and  fee-receiving  classes,  such  as  merchants,  managers  and  clergy- 
men, a  total  for  this  group  of  10,939,808  is  obtained.  Accordingly, 
the  wage-earning  class  in  1910  can  be  said  to  have  numbered  27,- 
194,904  persons;  and  of  this  number  7.7  per  cent  were  members 
of  lab'or  organisations.  Adherents  of  the  labor  movement  would 
maintain  that  this  last  index,  based  upon  a  group  that  includes  such 
wage-earners  as  agricultural  laborers,  domestic  servants,  and  clerks, 
was  still  not  fairly  indicative  of  the  actual  strength  and  extent  of 
trade  unionism.  They  would  use  as  a  basis  for  the  calculation  of 
the  percentage  of  organisation  that  group  of  wage-earners  which  the 
modern  trade  union  makes  definite  and  sustained  efforts  to  organize. 
Since  no  [such  efforts'  have  been  made,  until  the  present  at  least, 
to  organize  agricultural  laborers  and  domestic  servants,  because 
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of  their  condition  of  individual  isolation,  and  because  the  social  and 
economic  status  of  such  employes  as  clerks  and  stenographers  pre- 
cludes any  large  extension  in  organization  among  that  class  of  work- 
ers, it  is  contended  that  a  fair  estimate  of  the  extent  of  labor  organiza- 
tion can  be  baaed  only  upon  a  group  in  which  these  classes  are  not 
included.  Furthermore,  practically  every  trade  union  has  es- 
tablished an  age  limit  below  which  it  will  not  admit  workmen  in  the 
industry  into  membership  in  the  union.  The  average  tower  age 
limit  for  all  trade  unions  may  be  roughly  stated  at  twenty  years. 
When  all  persons  engaged  in  industry  as  agricultural  laborers,  in 
domestic  and  personal  service,  in  such  occupations  as  stenographers 
and  saleswomen,  and  also  persons  below  the  age  of  twenty  be 
combined  and  the  total  for  this  group  be  deducted  from  the  27,000,- 
000  wage-earners  in  the  United  States  in  1910,  a  resulting  group  of 
11,490,944  persons,  who  may  be  characterized  as  constituting  a 
potential  trade  union  membership,  is  obtained.  And  with  this 
class  as  a  basis,  the  degree  of  organization  is  found  to  be  18.4  per 
cent.  Accordingly,  the  most  conservative  survey  of  the  situation 
would  indicate  that  in  the  United  States  in  1910,  92.3  percent  of 
the  wage-earners  were  unorganized;  whereas,  the  most  liberal  esti- 
mates would  show  that  81 .6  per  cent  of  those  persons  who  are  sus- 
ceptible of  organization  were  without  the  trade  union. 

The  foregoing  statement  must  be  qualified  in  one  important  re- 
spect. A  large  factor  in  the  relative  extent  of  trade  unionism  is  the 
territorial  distribution  of  the  working  force  of  the  nation.  The  in- 
fluence upon  the  growth  of  labor  organizations  of  the  urbanization 
and  concentration  of  industry  is  well  known  to  every  student  of  in- 
dustrial history.  It  is  generally  true  that,  where  workmen  live  in 
thinly  settled  communities  and  work  in  small  establishments,  the 
rise  and  growth  of  trade  unions  la  long  retarded.  It  is  this  condition 
that,  to  a  great  extent,  explains  the  surprisingly  low  percentage  of 
organization.  Large  numbers  of  carpenters  and  bricklayers,  for 
example,  are  to  be  found  in  the  rural  sections  of  the  country. 
Even  though  such  workmen  may  constitute  potential  competitors 
of  laborers  in  the  urban  districts,  the  union  finds  it  not  only  difficult 
but  also  undesirable  to  organize  them  because  of  the  expense  of 
propaganda  and  of  organization.  If,  therefore,  it  were  possible  to 
calculate  the  extent  of  organization  among  workmen  living  in  cities 
of  10,000  population  and  over,  the  available  data  on  the  subject  lead 
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one  to  believe  that  the  percentage  would  be  much  higher  than 
for  the  country  as  a  whole.1 

II 
The  trade  union  movement  is  naturally  made  up  of  relatively 
strong  and  relatively  weak  component  parts.  In  some  industries 
the  unions  have  attained  an  absolutely  and  relatively  large  member- 
ship, while  in  others  the  degree  of  organization  is  bo  small  as  to  be 
almost  negligible.  '  It  would  be  desirable,  therefore,  to  classify  the 
various  industries  according  to  the  strength  of  the  organization,  with 
a  view  to  throwing  some  light  upon  the  causes  of  lew  and  high  per- 
centages of  organization.  The  absence  of  practically  any  organiza- 
tion- among  agricultural  laborers,  and  among  those  employed  in 
domestic  and  personal  service  and  in  clerical  service  has  already 
been  noted.1  The  subsequent  discussion  will  be  limited  to  the 
mechanical  and  manufacturing,  extractive,  transportation  and 
building  industries.  For  the  purposes  of  analysis  the  industries  are 
classified  into  three  groups.  The  first  group  is  composed  of  the 
highly  organized  industries  or  those  having  an  organization  of  over 
30  per  cent;  the  second  group  contains  those  industries  that  are 
fairly  organised  and  in  which  the  extent  of  organization  lies  between 
15  and  30  per  cent;  the  last  group  of  poorly  organized  industries  is 
comprised  of  those  having  an  organization  of  less  than  15  per  cent. 
The  following  table  presents  the  industries  of  the  first  group: 

Name  of  industry  Number  of  persona   Percentage  organized 

in  industry 

Breweries 66,413  88.8 

Marble  and  stone  yards 65,568  45.4 

Printing  and  bookbinding 240,456  34.3 

GLua  factories 83,641  34.2 

Mining 834,466  30.5 

Total 1,278,524 

Of  the  five  industries  included  in  this  table,  three  are  organized 
along  occupational  lines  and  two  industrially.    In  the  marble  and 

'  George  E.  Barnett,  "Trade  Agreements  and  Industrial  Education,"  BuUettn 
No.  Be,  National  Society  for  tbe  Promotion  of  Industrial  Education,  p.  3. 

■There  were  approximately  6,000,000  agricultural  laborers  in  the  United  States 
in  1910;  only  several  hundred  were  members  of  trade  unions.  Of  the  5,265,818 
persons  employed  in  domestic  and  personal  service  and  as  clerical  workers,  less 
than  2  per  cent  were  organised. 
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stone  yards,  printing  and  bookbinding  industry,  and  glass  factories 
the  ratio  of  the  number  of  skilled  to  unskilled  worlringmen  is  com- 
paratively high;  and  the  high  degree  of  organization  in  these  in- 
dustries is  to  be  explained  by  the  high  percentage  of  organization 
among  the  skilled  workmen.  In  mines  and  breweries,  however, 
although  the  relative  amount  of  unskilled  labor  is  somewhat  greater 
than  in  the  first  three  cases,  the  adoption  of  the  industrial  form  of 
organization,  together  with  other  factors,  has  effected  as  high  a 
degree  of  organization  as  where  the  ratio  of  skilled  workmen  is  some- 
what greater.  The  unusually  high  percentage  in  breweries  is 
attributed  to  the  effective  use  by  the  United  Brewery  Workmen  of 
the  boycott  as  an  organizing  device. 

In  the  next  table  are  given  those  industries  that  show  an  organ- 
ization from  15  to  30  per  cent: 

Name  of  industry  Number  of  persons  Percentage  organized 
in  industry 

Cigar  and  tobacco 170,904  27.3 

Potteries 26,369  21.9 

Transportation 2,862,260  17.3 

Clothing 608,892  16.9 

Building  trades 2,444,395  16.2 

Total 6,112,820 

The  facts  elicited  in  the  discussion  of  the  first  table  are  for  the 
most  part  confirmed  by  the  evidence  contained  in  the  second.  De- 
fining an  occupation  in  the  broader  sense  as  including  closely  re- 
lated forms  of  labor,  it  is  not  improper  to  state  that  the  unionB 
claiming  jurisdiction  over  the  various  operatives  in  each  of  the  fore- 
going industries  are  all  trade  or  occupational  unions.  Furthermore, 
the  ratio  of  unskilled  to  skilled  workmen  is  appreciably  higher  in  this 
than  in  the  first  group  of  industries.  Whatever  organization  does 
exist  is  to  be  found  in  the  main  among  the  skilled  workers.  This  is 
notably  the  case  in  the  building  and  transportation  industries  where 
such  skilled  workmen  as  locomotive  engineers  and  bricklayers  are 
highly  organized  whereas  the  unskilled  maintenance  of  way  employes 
and  building  laborers  are  totally  unorganized.  In  the  clothing 
industry  there  is  still  room  for  a  considerable  extension  of  organiza- 
tion even  among  the  skilled  or  semi-skilled  operatives;  here,  how- 
ever, the  policy  of  the  union  and  the  changing  character  of  the  labor 
force  in  the  industry  have  constituted  serious  obstacles  to  increased 
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organisation.  In  the  manufacture  of  cigars  and  tobacco,  also,  the 
problem  has  been  not  only  one  of  organizing  unskilled  workers  and 
of  opening  the  union  of  the  skilled  to  the  unskilled,  but  the  difficulty 
of  organizing  the  latter  has  been  greatly  enhanced  by  effective  op- 
position to  unionism  from  the  American  Tobacco  Company. 

The  last  table  is  composed  of  those  industries  that  have  an 
organization  of  less  than  IS  per  cent: 

Name  of  industry  Number  of  persons      Percentage  or- 

in  industry  ganized 

Leather 293,036  14.6 

Electric  light  and  power 252,883  14.3 

Lumber  and  furniture 597,174  10.7 

Iron  and  steel 1,746,387  9.9 

Food  and  kindred  products 290,176  7.6 

Quarrying 85,919  7.3 

Metal 320,041  4.7 

Textile  800,251  3.7 

Paper  and  pulp 101,797  2.6 

Chemical  and  allied  industries 73,585  0.4 

Total 4,570,248 

The  high  correlation  between  skill  and  extent  of  organization 
is  again  the  most  striking  feature  of  this  table.  Where  trade 
unionism  is  most  extensive,  the  great  bulk  of  trade  unionists  are 
skilled  workmen.  The  iron  and  steel  industry,  for  example,  shows 
an  organization  of  9.9  per  cent;  but  practically  all  of  the  organiza- 
tion exists  among  such  skilled  workmen  as  iron  molders  and  pattern 
makers.  The  unskilled  laborers  in  the  steel  mills,  over  whom  the 
Amalgamated  Association  of  Iron,  Steel,  and  Tin  Workers  claims 
jurisdiction,  have  an  organization  of  probably  less  than  2  per  cent. 
The  same  situation  exists  in  the  leather,  lumber,  textile,  paper  and 
chemical  industries.  Another,  and  perhaps  a  more  important, 
element  responsible  for  the  lack  of  organization  in  several'  of 
these  industries  is  the  concentration  of  ownership  which  places  in 
the  hands  of  the  managers  of  the  industry  various  means  for 
combating  the  growth  of  organization.  The  persistent  opposi- 
tion of  the  United  States  Steel  Corporation,  the  International 
Paper  Company,  and  of  the  American  Woolen  Company  to  trade 
unionism  has  been  as  potent  a  factor  in  hindering  the  organization 
of  their  employes  as  the  presence  in  these  industries  of  large  numbers 
of  unskilled  laborers 
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The  American  labor  movement,  however,  is  almost  completely, 
in  the  strict  sense  of  the  term,  a  trade  union  movement.  Only  in 
recent  years  has  there  been  any  palpable  extension  in  the  direction 
of  industrial  organization.  The  extent  to  which  the  industries  of 
the  country  are  organized  doea  not  for  this  reason  indicate  with  the 
greatest  accuracy  the  success  of  labor  organizations  in  organizing 
those  workers  over  whom  the  individual  organizations  claim  jurisdic- 
tion— that  is,  those  workingm.cn  who  are  employed  in  well-defined 
and  in,  for  the  most  part,  skilled  trades.  The  foregoing  analysis 
should  accordingly  be  supplemented  by  a  survey  of  the  extent  of 
organization  in  the  more  important  occupational  or  trade  divisions 
of  industry.  Unfortunately,  the  available  material  does  not  permit 
of  an  exhaustive  treatment,  but  it  is  possible  to  obtain  a  sufficient 
number  of  occupations  to  warrant  guarded  generalization. 

Excluding  from  the  discussion  those  occupations  in  which  there 
was  no  organization,  of  the  thirty-three  trades  concerning  which 
statistics  were  obtainable,  five — railway  conductors,  electrotypers, 
brakemen,  locomotive  engineers,  and  stonecutters — were  from  50 
per  cent  to  100  per  cent  organized.  In  the  next  group  of  occupa- 
tions, from  30  to  50  per  cent  organized,  were  brick  masons,  printers, 
locomotive  firemen,  mail  carriers,  molders,  pattern  makers,  plaster- 
ers, potters,  and  woolsorters.  The  third  and  largest  group,  com- 
prised by  trades  from  15  to  30  per  cent  organized,  included  bakers, 
barbers,  bartenders,  bookbinders,  carpenters,  coopers,  loomfixers, 
metal  polishers,  painters,  plumbers,  switchmen,  tinsmiths  and  wood- 
carvers.  And  in  the  final  class,  with  an  organization  of  less  than  15 
per  cent,  were  blacksmiths,  brickmakers,  glove  workers,  machinists, 
teamsters  and  waiters. 

In  practically  all  occupations  the  percentage  of  organization  is 
higher  than  in  the  various  industrial  divisions;  and  this  is  the  nat- 
ural result  of  the  occupational  character  of  the  typical  American 
labor  union.  Where  these  organizations  have  expended  the  greatest 
efforts,  they  have  met  with  the  most  signal  success.  Beyond  this, 
however,  differences  in  organization  can  as  before  be  explained  by 
the  varying  proportions  in  different  industries  and  occupations  of 
skilled  and  unskilled  workmen. 

A  summary  of  the  situation  in  1910  would  indicate  that  the  small 
percentage  of  organization  is  due  primarily  to  four  factors:  1.  The 
great  bulk  of  the  unorganized  workers  live  in  small  towns  and 
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rural  district*  where  their  inaccessibility  and  dispersion  make  organ- 
ization both  difficult  and,  if  not  undesirable,  at  least  not  pressing. 

2.  Of  almost  equal  importance  as  a  problem  of  organization  is  the 
unskilled  worker.  By  reason  of  the  large  supply  of  unskilled  labor 
and  the  ease  with  which  it  may  be  replaced,  organization  of  the 
unskilled  has,  up  to  the  present  at  least,  made  little  progress. 

3.  A  somewhat  greater  success  in  organizing  the  unskilled  laborers 
seems  to  have  been  attained  by  the  use  of  the  industrial  form  of 
organization  than  by  the  trade  union.  It  should  be  noted,  how- 
ever, that,  although  the  majority  of  American  unions  are  nominally 
occupational  organizations,  many  are  rapidly  assuming  the  charac- 
ter of  industrial  unions.  4.  Finally,  the  concentration  of  owner- 
ship, combined  with  a  hostility  to  labor  organizations,  has 
constituted  in  most  cases  an  insurmountable  barrier  to  the  labor 
organizer. 

Ill 
Trade  unionism  has  in  this  country  made  little  progress  in  organ- 
izing woman  labor.  The  temporary  character  of  the  labor  of  women, 
their  youth,  and  the  fact  that  in  the  great  majority  of  instances  their 
wages  are  designed  to  supplement  the  family  income  have  all  con- 
stituted serious  obstacles  to  their  organization.4  Accordingly,  of  the 
8,075,000  women  "gainfully  engaged''  in  industry  in  the  United 
States  in  1910,  73,800  or  only  0.9  per  cent  were  members  of  labor 
organizations.  And  if  deductions,  similar  to  those  made  above,  are 
made  of  those  women  engaged  in  employing  and  salaried  positions, 
in  agriculture,  domestic  and  personal  service,  professional  service, 
and  as  clerical  workers,  a  residuum  of  1,819,741  women,  having  an 
organization  of  only  4.1  per  cent,  is  obtained.  In  only  one  industry 
is  there  what  might  be  considered  a  relatively  high  percentage  of 
organization;  of  the  2,407  females  employed  in  the  liquor  and 
beverage  industries,  from  20  to  30  per  cent  were  members  of  the 
union.  In  the  clothing  industries,  where  the  number  of  female 
workers  is  large,  organization  ranges  from  only  10  to  15  per  cent. 
The  same  is  true  of  the  more  important  occupations  in  which  there 
are  large  numbers  of  female  employes.  The  highest  percentage 
of  organization  in  all  occupations  is  among  the  bookbinders  of  whom 
*  For  an  authoritative  account  of  the  characteristics  of  woman  labor,  see -C,  E. 
Persona,  "Woman's  Work  and  Wages  in  the  United  States,"  Quarterly  Journal  of 
Economics,  February,  1815,  p.  201. 
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leas  than  20  per  cent  are  organized.  It  is  probable  that  since  1910 
the  proportion  of  organized  female  labor  haa  increased  rapidly.  In 
the  period  from  1910  to  1913,  for  instance,  the  female  membership 
of  American  unions  increased  more  rapidly  than  their  total  member- 
ship. One  explanation  for  this  disproportionate  increase  is,  of  course, 
to  be  ascribed  to  the  small  number  of  female  unionists  in  the  basic 
year  of  1910.  It  is  still  true,  however,  that  a  significant  factor  in  the 
increase^has  been  the  organization  of  women  in  industries  in  which 
the  trade  union  has  for  the  first,  time  secured  a  foothold  among  the 
female  employes. 

IV 

Of  perhaps  greater  interest  and  importance  than  the  ascertain- 
ment of  the  extent  of  labor  organization  in  any  one  year  would  be 
the  determination  of  the  relative  growth  of  organization  over  a  long 
period  of  years.  In  the  only  exhaustive  study  of  the  growth  of 
labor  organization  in  this  country,'  Professor  Barnett  finds  that 
from  1897  to  1914  the  membership  of  American  trade  unions  in- 
creased from  444,500  to  2,674,400;  the  maximum  membership  in 
this  period  being  2,701,000  in  1913.  By  using  the  method  of  in- 
terpolation, he  calculated  the  industrial  population  in  the  years  1897 
and  1914.  With  these  as  a  basis,  the  445,000  trade  union  members 
in  1897  were  seen  to  constitute  1.66  per  cent  of  the  number  of  gain- 
fully occupied  persons  in  that  year;  whereas,  in  1914,  the  2,674,400 
trade  unionists  constituted  6.28  per  cent  of  the  gainfully  occupied. 
In  the  period  under  discussion,  therefore,  the  trade  unions  showed  a 
substantial  relative  as  well  as  an  absolute  increase  in  membership. 
The  relation  between  the  growth  in  membership  and  the  growth  in 
the  number  of  wage-earners  can  unfortunately  be  calculated  for 
only  the  census  years.  Here,  too,  Professor  Barnett  has  roughly 
calculated  the  wage-earning  population  in  the  United  States  in  1900 
and  1910;  in  the  former  year  the  trade  union  membership  was  four 
per  cent  of  the  number  of  wage-earners  and  in  1910  seven  per  cent 
of  the  wage-earners  were  members  of  labor  organizations. 

In  the  period  from  1910  to  1913,  it  is  likely  that  the  increase 
in  the  membership  of  unions  kept  pace  with  the  increase  in  the 
number  of  wage-earners.     The  industrial  depression  in  1914  caused 

1  George  E.  Barnett,  "Growth  of  Labor  Organisation  in  the  United  States, 
1897-1914,"  Quarterly  Journal  of  Economics,  August,  1916,  p.  780. 
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a  significant  decrease  in  membership.  Since  1914  there  has  proba- 
bly been  a  large  absolute  and  relative  growth  of  trade  unions,  due 
primarily  to  the  great  expansion  in  industry  in  this  country  fol- 
lowing the  outbreak  of  the  European  War.  It  is  well  known  that 
in  times  of  industrial  prosperity  and  of  sharp  demand  for  labor, 
the  growth  of  labor  organisation  is  rapid;  in  times  of  depression, 
on  the  other  hand,  membership  either  remains  stationary  or  suffers 
a  slight  fall.  During  the  last  year  or  more,  not  only  has  there 
been  an  enormous  industrial  expansion  and  a  consequent  scarcity 
of  labor,  but  this  scarcity  has  been  greatly  accentuated  by  the 
unprecedented  decrease  in  the  volume  of  immigration.  The  net 
effect  of  these  forces  should  be,  first,  a  large  increase  in  the  abso- 
lute membership  of  labor  unions  and  second,  a  corresponding  in- 
crease in  its  growth  relative  to  the  increase  in  the  number  of 
wage-earners.  That  there  has  been  in  the  last  year  a  remarkable 
growth  in  the  membership  of  trade  unions  is  evident  from  the  facts 
contained  in  contemporary  reports  on  trade  unions;  and  that  the 
second  circumstance  is  being  effected,  it  is  not,  in  the  light  of 
t  conditions,  unreasonable  to  assume. 
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LABOR'S  SHARE  OF  THE  SOCIAL  PRODUCT 

By  Basil  M.  Manly, 
Washington,  D.  C. 

The  threatened  Btrike  of  the  railroad  brotherhoods  came  very 
near  bringing  the  American  people  face  to  face  with  the  fundamental 
problem  of  wealth  distribution.  In  all  previous  strikes  of  na- 
tional consequence  the  workers  have  come  asking  for  a  living  wage 
or  for  the  maintenance  of  an  accustomed  standard  of  living.  But 
here  were  four  hundred  thousand  men  demanding  not  a  living  wage 
but  a  larger  share — what  they  termed  their  fair  share — of  the  social 
product.  They  asked,  it  is  true,  to  have  their  share  partly  in  in- 
creased leisure  and  partly  in  higher  wages,  but  none  the  less  the 
demand  was  simple  and  unequivocal. 

To  any  observer  in  touch  with  the  labor  movement  in  the 
United  States,  there  are  unmistakable  signs  that  in  future  the 
demands,  not  only  of  railroad  employes,  but  of  all  classes  of  workers, 
will  be  pitched  upon  the  same  level.  There  will,  of  course,  continue 
to  be  justification  of  demands  on  grounds  of  necessity,  efficiency 
and  ethics,  but  the  predominant  note  will  be  a  demand  that  labor 
shall  have  an  ever  increasing  share  of  the  social  product, — of  the 
newly  created  wealth  of  the  nation. 

This  demand  will  come  not  only  from  industrial  workers,  but 
from  working  farmers,  whether  tenants  or  owners.  Whether  it  will 
tend  to  include  all  forms  of  service  performed  for  salaries  and  wages, 
from  top  to  bottom,  is  a  question  that  it  is  idle  to  debate,  although 
there  are  indications  of  a  strong  tendency  toward  this  extension  of 
the  conception  of  labor,  notably  the  unionisation  of  actors  and 
federal  employes.  With  this  shift  in  the  basis  of  labor's  demands, 
it  becomes  of  great  practical  as  well  as  theoretical  importance  that 
the  collection  and  analysis  of  information  regarding  the  existing 
distribution  of  wealth  and  the  study  of  past  tendencies  should  pro- 
ceed as  rapidly  as  possible. 

In  the  brief  space  of  this  paper  I  have  no  intention  of  entering 

into  any  extended  discussion  of  the  general  facts  regarding  the 

present  or  past  distribution  of  wealth.    All  that  I  shall  attempt  is  to 

present  a  few  figures  relating  directly  to  the  steel  industry,  princi- 
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pally  as  illustrative  of  methods  of  approach  to  the  broader  field. 
Other  figures  which  I  have  collected  indicate  that  the  conclusions 
which  may  be  drawn  from  these  tables  are  typical  of  the  entire 
field  of  corporate  industry. 

During  the  last  few  years  a  vast  amount  of  data  relating  to 
costs  of  production  has  become  available.  In  their  crude  form  these 
data  are  almost  valueless  as  indicating  labor's  share  of  the  product. 
Usually  they  relate  only  to  a  single  process,  and  any  conclusions 
drawn  from  them  are  almost  certain  to  be  misleading.  But  where 
they  become  sufficiently  complete  to  permit  a  product  to  be  fol- 
lowed through  completely  from  the  extractive  process  until  a  fin- 
ished form  is  reached,  they  become  extremely  valuable. 

This  method  may  be  called  for  convenience  that  of  "  cumulative 
labor  costs."  It  consists  simply  in  following  each  product  through 
all  its  stages  from  the  extraction  of  the  raw  material  to  the  creation 
of  the  finished  product,  adding  each  consecutive  element  of  labor 
costs  to  those  that  have  gone  before,  after  making  due  allowance 
for  the  waste  of  material  in  each  step.  For  example,  in  making 
woolen  yarn  the  labor  cost  of  raising,  shearing,  transporting,  clean- 
ing, carding  and  spinning  all  the  wool  that  goes  into  a  unit  of  prod- 
uct and  into  waste  must  be  calculated  and  not  simply  the  amount 
represented  by  the  weight  of  the  finished  yarn. 

In  the  accompanying  table  is  shown  the  cumulative  cost  of  all 
the  labor  that  enters  into  the  production  of  a  ton  of  steel  bars, 
known  in  the  industry  as  "  merchant"  bars.  This  includes  the  labor 
of  mining  the  ore  and  limestone,  mining  and  coking  the  coal,  trans- 
porting all  three  to  the  blast  furnace,  smelting  the  raw  materials 
to  form  pig  iron,  converting  the  pig  iron  to  steel  ingots  by  means 
of  the  Bessemer  process,  rolling  the  ingots  to  form  billets,  and 
finally  reheating  the  billets  and  rolling  them  down  to  form  merchant 
bars.  This  is  the  most  elaborate  process  in  the  steel  industry  proper, 
but  the  total  cost  of  all  the  labor,  involving  several  men  altogether, 
was  only  $9.40,  or  35.3  per  cent  of  the  total  integrated  cost  of  pro- 
duction. At  the  time  these  costs  were  calculated  merchant  bars 
,  were  selling  for  134.75  a  ton  f.  o.  b.  mills.  Labor  therefore  received 
27  per  cent  of  the  total  value  of  the  product.  In  this  connection  it 
should  be  remembered  that  the  steel  corporation,  to  which  these 
costs  apply,  does  not  buy  any  raw  materials,  but  mines  coal,  ore 
and  limestone  on  its  own  properties. 
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The  capital  employed  in  the  steel  corporation,  represented  by 
its  stocks  and  bonds,  does  not  get  all  of  the  difference  between  labor 
cost  and  Belling  price,  for  there  are  heavy  costs  for  transportation, 
and  materials  for  repairs  and  rebuilding  which  go  to  outsiders, 
although  it  may  be  remarked  parenthetically  that  the  same  in- 
terests which  control  the  steel  corporation  get  the  lion's  share  of 
these  "outside"  costs. 

The  group  that  is  principally  affected  by  the  contest  of  labor 
for  a  larger  share  of  the.  product  are  the  common  stockholders. 
Information  regarding  the  actual  distribution  of  the  ownership  of 
the  common  stock  is  therefore  of  the  greatest  interest.  In  the 
accompanying  table  are  presented  data  which  show  not  only  the 
number  of  stockholders  owning  each  number  of  shares  of  United 
States  Steel  common  stock,  but  also  the  approximate  amount  of 
stock  held  by  each  group.  These  figures  relate  to  1911,  but  the 
proportions  hold  true  today. 

United  States  Steel  Corporation 
DiflTBiBimoN  or  Common  Stock,  1911 


Number  of  ihint 

Homber  at 

Pu  onnt 

Talus  of  Mock  owned 

Percent 

1 

2,994 

8.6 

299,400 

2 

2,086 

.5.9 

417,200 

3 

1,287 

3.7 

386,100 

0.6 

4 

604 

1.7 

241,600 

6      ' 

2,440 

6.0 

1,220,000 

6  to  10 

6,989 

19. S 

6,691,200 

1.1 

11  to  25 

6,399 

18.1 

11,518,200 

2.3 

26to50 

4,786 

13.6 

18,186,800 

3.6 

61  to  100 

3,478 

9.9 

26,086,000 

5.2 

101  to  500 

2,673 

7.6 

63,460,000 

10.4 

501  to  1000 

428 

1.2 

31,960,000 

6.3 

1000  and  over 

1,068 

3.0 

368,945,000 

70.6 

Total 

35,230 

100.0 

506,302,500 

100.0 

In  considering  this  table  it  must  be  remembered  that  the  steel 
corporation  is  always  cited  as  the  most  conspicuous  example  of 
widely  distributed  stock.    This  wide  distribution  as  a  matter  of  fact 
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arises  primarily  from  its  policy  of  selling  stock  to  its  employes  upon 
easy  terms. 

The  essential  facts  to  be  noted  are  that  the  holders  of  less  than 
twenty-five  shares  ($2,500  par  value)  constituting  approximately 
65  per  cent  of  the  total  number  of  stockholders  actually  owned  onry 
4  per  cent  of  the  stock,  while  the  1,068  stockholders  (less  than  3 
per  cent)  with  more  than  1,000  shares  owned  70.6  per  cent  of  all  the 
stock. 

Essentially  the  same  condition  exists  in  every  American  cor- 
poration. During  the  past  year  I  have  examined  nearly  300  stock- 
holders' lists  and  have  found  that  taking  them  all  together, — big 
companies  and  little  companies,  banks,  railroads  and  industrials — 
less  than  2  per  cent  of  the  stockholders  owning  1,000  shares  or 
more  hold  more  than  half  of  the  entire  stock. 

It  is  this  concentration  of  ownership  in  the  hands  of  a  small 
number  of  exceedingly  wealthy  people  that  will  sharpen  labor's 
determination  to  increase  its  share  of  the  product.  Regardless  of 
any  theoretical  conceptions  of  the  proper  distribution  of  wealth  the 
struggle  will  be  forced  at  least  until  this  class,  whose  wealth  is  now 
very  largely  hereditary,  has  been  shaken  out  of  its  position  of 
control. 
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THE  DOCTRINE  THAT  LABOR  IS  A  COMMODITY 

By  Edwin  E.  Wittb, 
Madison,  Wisconsin. 

The  first  sentence  of  section  6  of  the  Clayton  Act  states  that 
"the  labor  of  a  human  being  is  not  a  commodity  or  article  of  com- 
merce." This  declaration  is  regarded  by  labor  leaders  as  the 
magna  charta  of  the  wage-earners.  It  has  been  heralded  as  "the 
dawn  of  labor's  freedom  from  industrial  feudalism  and  a  state 
bordering  upon  industrial  slavery." 

This  sentence  was  something  of  an  afterthought.  It  was 
offered  as  an  amendment  on  the  floor  of  the  Senate  by  Senator 
Cummins  when  the  Clayton  Act  was  up  for  passage.  It  was  ac- 
cepted without  so  much  as  a  roll-call,  and  was  thought  to  represent 
merely  a  perfection  of  the  phraseology  of  the  section. 

No  court  has  ever  held  that  the  labor  of  a  human  being  is  a 
commodity  or  article  of  commerce.  In  discussing  his  amendment 
Senator  Cummins  said : 

liken  are  a  great  many  opinions  which  contain  discussions  of  the  subject  and 
which  will  be  found  to  embrace  a  course  of  reasoning  which,  if  carried  to  its  logical 
end,  would  put  labor  precisely  where  you  put  a  bale  of  cotton  or  a  bushel  of  wheat; 
but  these  reasons  hare  never  found  expression  in  any  decision.  It  has  never 
been  so  decided.  I  confess  that  I  have  shared  the  apprehension  that  some 
students  of  the  subject  have — that  the  courts  may  do  that  in  the  future,1 

It  was  to  guard  against  possible  future  decisions  to  the  effect 
that  labor  is  a  commodity  that  Senator  Cummins  offered  his  amend- 
ment, not  to  overthrow  an  established  legal  doctrine. 

On  the  contrary,  there  are  many  decisions  which  recognise  the 
truth  expressed  in  the  Cummins  amendment,  that  the  producer 
is  not  a  product,  that  labor  and  the  laborer  are  inseparable.  Even 
in  the  days  of  slavery,  the  labor  of  slaves  was  not  in  law  a  commod- 
ity.1 And  in  construing  anti-trust  laws  the  courts  have  repeatedly 
held  that  a  combination  to  increase  wages  or  the  reward  for  personal 
service  is  not  a  conspiracy  in  restraint  of  commerce.1 


*  140  la.  182,  107  Minn.  fiOS,  33  Mont.  179. 
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Organized  labor's  insistence  upon  legislation  like  the  Clayton 
Act  was  due  principally  to  the  Danbury  hatters'  case.4  In  this 
case,  however,  there  was  no  suggestion  that  labor  is  a  commodity. 
It  was  charged  that  the  defendants  had  combined  not  to  monopo- 
lise the  market  for  hatters,  but  to  prevent  the  plaintiffs  from  freely 
engaging  in  interstate  commerce  in  hats.  Similarly  in  all  other 
cases  in  which  the  anti-trust  laws  were  invoked  in  connection  with 
labor  disputes,  the  restraint  complained  of  related  to  concrete 
material  commodities,  not  to  the  labor  of  human  beings. 

Organized  labor  so  loudly  acclaims  the  Clayton  Act  not  be- 
cause of  any  doctrine  that  labor  is  a  commodity,  but  because 
there  is  a  doctrine  that  the  right  to  do  or  continue  business  is 
property.  ■  Rightly  or  wrongly,  its  leaders  believe  that  the  Clayton 
Act,  and  particularly  the  CumminB  amendment,  secures  all  that 
the  American  Federation  of  Labor  sought  to  gain  by  the  anti- 
injunction  bill  which  it  long  championed.  This  bill  provided  that 
federal  courts  should  issue  injunctions  in  connection  with  labor 
disputes  only  for  the  protection  of  property  rights,  and  that 
110  right  to  continue  the  relation  of  employer  and  employe,  or  to  assume  or  create 
such  relation  with  any  particular  person  or  persona,  or  at  all,  or  patronage  or 
good-will  in  business,  or  buying  or  gelling  commodities  of  any  particular  kind  or 
at  any  particular  place,  or  at  all, 

should  in  such  cases  be  regarded  as  a  property  right.  Such  legisla- 
tion it  was  thought  would  make  impossible  the  issuance  of  injunc- 
tions in  labor  disputes. 

This  expectation  was  not  unwarranted.  It  is  a  debated  ques- 
tion whether  injunctions  may  be  issued  for  purposes  other  than 
the  protection  of  property  rights,  and  numerous  authorities  can  be 
cited  both  pro  and  con.  In  cases  growing  out  of  labor  disputes, 
however,  interference  with  property  rights  has  always  been  alleged. 
Occasionally  interference  with  the  physical  property  of  the  com- 
plainants was  claimed,  usually  only  loss  of  expected  profits.  If 
such  expectancies  had  not  been  regarded  as  property  but  few  in- 
junctions could  have  been  issued  in  connection  with  labor  disputes. 

Such  expectancies  arise  from  the  relations  of  manufacturers 

with  their  customers  and  with  their  employes.    A  firm  which  has 

established  a  reputation  for  fair  dealing  can  reasonably  count  upon 

the  continued  patronage  of  its  customers.    If  it  has  paid  fair  wages 

*  208  U.  8.  274,  236  U.  S.  S22. 
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it  likewise  can  look  forward  to  retaining  the  services  of  most  of  its 
employes,  and  to  semiring  other  workmen  as  they  are  needed. 
Those  expectancies  have  market  value;  often  they  sell  for  more 
than  the  physical  property.  "  Property  is  anything  which  has  ex- 
changeable value"1;  hence,  these  expectancies  are  property. 

In  cases  involving  unfair  competition,  similar  expectancies 
are  termed  "good-will";  and  everybody  acknowledges  that  good- 
will should  be  treated  as  property.  Technically  good-will  can  be 
interfered  with  only  through  duplication  or  simulation,  which  never 
is  involved  in  labor  cases.  But  when  a  court  intervenes  to  prevent 
the  duplication  or  simulation  of  a  trade  name,  a  brand,  or  a  product, 
it  protects  precisely  the  same  expectancy  of  continued  patronage 
upon  which  injunctions  in  labor  cases  often  are  premised.  What 
is  called  "good-will"  in  unfair  competition  cases,  is  included  in 
"the  right  to  do  business  or  to  continue  business"  so  often  spoken 
of  in  labor  cases.  But  the  latter  right  is  somewhat  broader.  Like 
good-will,  it  relates  to  a  fair  opportunity  in  the  commodity  market; 
additionally,  it  guarantees  free  access  to  the  labor  market. 

The  doctrine  that  the  right  to  do  or  to  continue  business  is 
property  does  not  imply  that  labor  is  a  commodity.  Property  rights 
are  never  absolute,  and  this  property  is  peculiarly  qualified.  The 
courts  recognize  that  workmen  who  are  not  bound  by  contract  may 
quit  their  employment  at  any  time,  both  individually  and  collec- 
tively. Though  the  employer  in  consequence  suffers  loss  of  profits, 
he  has  no  legal  ground  for  complaint.  But  when  some  outsider 
maliciously  interferes  with  the  relations  which  he  has  established 
with  his  employes,  or  prevents  him  from  procuring  other  workmen 
as  he  needs  them,  he  can  secure  an  injunction  upon  the  plea  that 
his  property  rights  are  being  invaded.  Similarly  the  expectancy 
of  continued  patronage  is  enforctble  not  against  the  customers  with 
whom  friendly  relations  have  been  established,  but  against  mali- 
cious intermeddlers.  The  expectancies  which  grow  out  of  estab- 
lished relations  with  customers  and  employes  are  property,  not 
because  such  customers  and  employes  are  legally  bound  to  continue 
these  relations,  but  because  they  probably  will  do  bo,  in  the  absence 
of  unfair  interference  by  outsiders. 

As  an  abstract  proposition  the  doctrine  that  such  expectancies 
are  property  cannot  be  criticised.    Such  expectancies  are  a  reward 

■  je  w»n.  33, 137. 
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of  honorable  and  fair  dealing.  They  result  from  the  expenditure  of 
money  and  effort,  and  should  be  regarded  as  "no  less  intrinsically 
property  than  if  the  same  amount  of  money  had  been  invested  in  a 
stock  of  merchandise  or  in  a  city  lot."' 

The  application  of  this  doctrine  in  concrete  cases,  however,  is 
subject  to  many  valid  criticisms.  Undoubtedly  it  often  has  been 
misapplied.  Many  employers  and  not  a  few  judges  seem  to  think 
that  all  that  is  necessary  to  warrant  the  interposition  of  equity  is  to 
show  that  there  is  danger  that  profits  will  be  reduced.  Such  a 
view  loses  Bight  of  the  qualified  nature  of  the  property  rights  in 
expectancies.  The  courts  are  not  guarantors  of  private  profits. 
If  expectancies  are  destroyed  as  a  consequence  of  the  exercise  by 
others  of  their  lawful  rights,  no  wrong  has  been  committed.  It 
follows  that  employes  never  should  be  prevented  from  quitting 
work,  or  from  peaceably  persuading  the  workmen  who  are  secured 
to  take  their  places  to  join  in  their  strike,  though  the  employer 
loses  all  his  expected  profits.  Nor  is  there  anything  in  the  doctrine 
that  the  right  to  do  or  to  continue  business  is  property  which  for- 
bids workmen  from  collectively  refusing  to  patronize  an  unfair 
employer.  This  doctrine  compels  no  one  to  buy  who  wishes  to 
discontinue  his  patronage.  Nor  does  it  compel  every  man  to  be  a 
stranger  in  action  to  every  other  man.  Yet  this  doctrine  often  has 
been  held  to  forbid  entirely  peaceable  efforts  of  workingmen  to 
better  their  conditions. 

The  courts,  moreover,  almost  never  seem  to  have  inquired 
whether  the  expectancies  claimed  by  employers  were  legitimate. 
The  employers  who  have  come  to  the  courts  for  injunctions  often 
have  been  those  who  pay  the  lowest  wages.  Can  Buch  employers 
be  said  to  have  any  reasonable  expectancy  of  retaining  the  services 
of  their  underpaid  employes?  Yet  the  courts  often  have  forbidden 
all  efforts  on  the  part  of  labor  unions  to  compel  such  employers  to  , 
pay  the  same  wages  as  their  competitors.  In  these  cases  the  courts 
have  lent  their  aid  to  the  maintenance  of  profits  at  the  expense  of 
decent  conditions  of  toil.  Surely,  this  is  giving  property  a  concept 
in  which  it  is  destructive  of  human  rights. 

There  is  much  confusion  of  thought  as  to  the  nature  of  the 
right  to  do  or  to  continue  business.    Whenever  an  attempt  is  made 
to  explain  why  this  right  is  a  property  right,  it  properly  is  identified 
'78  8.  E.  48?. 
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with  the  expectancies  which  arise  through  fair  dealing.  But  the 
courts  also  say  that  the  "right  to  carry  on  business"  is  property, 
as  is  the  "right  to  work."  Such  expressions  obscure  the  essential 
elements  of  investment  and  service.  A  claim  of  property  in  an 
expectancy  should  be  recognized  only  when  it  has  its  basis  in  serv- 
ice of  the  public. 

The  courts  which  do  not  take  this  view,  as  Senator  Cummins 
suggests,  "employ  a  course  of  reasoning  which,  if  carried  to  its 
logical  end,"  would  make  labor  a  commodity.  If  the  right  of 
.  employers  to  carry  on  their  business  as  they  see  fit  is  in  fact  an 
absolute  property  right,  as  some  cases  seem  to  hold/  then  the 
laborer  is  helpless.  What  is  most  surprising,  is  that  the  courts 
which  entertain  such  extreme  views  try  to  justify  their  position 
upon  the  ground  that  it  means  placing  labor  upon  an  equality  with 
property.  They  develop  the  thought  that  the  laborer  depends  for 
his  livelihood  upon  his  labor,  and  that  hence,  it  is  necessary  that  his 
right  to  labor  should  be  regarded  as  property.  But  it  is  significant 
that  such  reasoning  nearly  always  occurs  in  cases  in  which  em- 
ployers seek  the  aid  of  the  courts  in  combating  the  demands  of  their 
employes.  The  right  to  work  is  termed  "property"  to  make  the 
conclusion  appear  logical,  that  employers  have  a  property  right 
in  keeping  down  wages.  Workingmen  derive  little  or  no  benefit 
from  the  doctrine  that  the  right  to  do  or  to  continue  business  is 
property,  nor  from  its  corollary  that  the  right  to  labor  is  property. 
The  courts  will  not  protect  workingmen  from  being  discharged. 
Though  they  lose  all  the  profits  which  they  expected  from  their  em- 
ployment, they  are  without  redress. 

In  business  law  the  limitations  of  property  rights  in  expectan- 
cies have  been  worked  out  more  logically.  Good-will,  which,  as 
has  been  noted,  relates  to  much  the  same  expectancies  as  the  right 
to  do  or  to  continue  business,  is  never  treated  as  an  abstract  right, 
and  is  always  looked  upon  as  a  reward  for  good  service.  A  monop- 
oly is  recognised  to  have  no  good-will,  precisely  because  the 
patronage  it  enjoys  may  be  due  solely  to  want  of  choice.  Again, 
the  qualified  nature  of  this  kind  of  property  is  emphasized  in  busi- 
ness law.  When  expected  profits  are  lost  as  a  result  of  fair  com- 
petition, the  courts  never  intervene.  In  labor  cases,  also,  it  is  said 
that  competition  is  a  justification  for  interference  with  the  ex- 
'  Among  others,  «7  IB.  W,  63  AtL  685, 128  N.  x*.  Stippl.  949. 
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peotancies  of  others;  but  the  conclusion  usually  is  that  the  defend- 
ants do  not  compete  with  the  plaintiffs.  Workingmen  who  have 
undertaken  a  strike  are  said  to  have  no  further  interest  in  the  con- 
ditions prevailing  in  the  factories  they  abandoned ;  and  labor  unions 
are  almost  always  regarded  as  malicious  intermeddles. 

Whether  a  legal  doctrine  should  be  retained,  depends  quite  as 
much  upon  how  it  is  applied  as  upon  the  conclusiveness  of  its  logic. 
Though  the  courts  give  good  reasons  why  the  expectancies,  to  which 
the  right  to  do  or  to  continue  business  relates,  should  be  treated  aa 
property,  the  uses  to  which  this  doctrine  has  been  put  are  inde- 
fensible. The  practical  conclusions  drawn  from  it  have  been  al- 
together one-sided  and  grossly  unjust.  This  explains  the  enthu- 
siasm of  organized  labor  for  the  Clayton  Act.  It  has  come  to  look 
upon  statements,  that  business  is  property,  and  that  the  right  to 
labor  is  property,  as  equivalent  to  making  labor  a  commodity;  and, 
hence,  it  believes  that  the  declaration  that  "the  labor  of  a  human 
being  is  not  a  commodity  or  article  of  commerce"  is  its  magna 
charta. 

It  is  doubtful  whether  the  courts  will  hold  that  this  declaration 
sweeps  away  the  doctrine  that  the  right  to  do  or  to  continue  business 
is  property.  This  doctrine  does  not  rest  upon  the  proposition  that 
labor  is  a  commodity.  While  some  cases  come  quite  close  to  such 
a  theory,  it  is  expressed  nowhere.  It  is  worthy  of  note,  also,  that 
during  the  debates  in  Congress  upon  the  Clayton  Act  it  was  given 
a  much  narrower  meaning  than  the  labor  leaders  give  to  it;  and 
President  Wilson,  while  this  measure  was  pending,  stated  that  it 
would  make  no  radical  changes  in  labor  law.  Neither  the  President 
nor  the  members  of  Congress  thought  that  it  would  prevent  the 
use  of  injunctions  in  labor  disputes,  or  that  it  would  make  impos- 
sible a  repetition  of  the  Danbury  hatters'  case. 

It  is  to  be  hoped,  however,  that  the  Clayton  Act  will  lead  the 
courts  to  concede  workingmen  wider  freedom  to  act  collectively. 
This  involves  more  adequate  recognition  of  the  qualified  nature  of 
the  property  rights  in  expectancies.  The  right  to  do  or  to  continue 
business  must  be  treated  similarly  to  good-will  in  business  law. 
Claims  of  expectancies  must  be  tested  as  to  their  legitimacy;  and 
it  must  be  recognized  that  the  mere  loss  of  profits  because  of  labor 
disputes  is  not  sufficient  to  justify  the  intervention  of  the  courts. 

There  is  little  hope  for  progress,  so  long  as  the  courts  confine 
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their  attention  strictly  to  precedents  and  legal  theories.  Plausible 
explanations  can  be  given  for  every  doctrine  which  is  met  with  in 
trade  union  law.  But  both  the  courts  and  their  critics  usually  have 
failed  to  consider  the  practical  results  of  the  application  of  these 
doctrines. 

We  have  not  yet  heard  the  last  of  "the  abuse  of  injunctions" 
and  of  "government  by  injunction."  No  matter  how  the  Clayton 
Act  may  be  interpreted  finally,  injunctions  surely  will  still  be  issued 
in  connection  with  labor  disputes  for  many  years  to  come.  Simi- 
larly, there  still  will  be  numerous  damage  suits  growing  out  of 
labor  disputes.  Most  cases  which  involve  trade  union  law  come 
up  in  the  state  courts;  and  but  few  states  have  yet  enacted  legisla- 
tion similar  to  the  Clayton  Act.  The  "injunction  question"  1b 
certain  further  to  perplex  both  the  courts  and  the  legislatures. 
They  will  find  little  assistance  toward  a  proper  solution  of  this 
problem  in  purely  legal  discussions.  The  rights  at  stake  have  been 
threshed  out  until  they  are  threadbare.  In  the  domain  of  rights 
almost  everything  depends  upon  the  point  of  departure.  If  this 
is  the  right  of  workingmen  to  refuse  to  work  or  to  purchase,  the 
conclusion  is  that  the  losses  sustained  in  consequence  of  such  actions 
by  employers  and  merchants  are  incidental.  If,  on  the  other  hand, 
the  starting-point  is  the  right  of  employers  and  of  merchants  to 
carry  on  their  business  as  they  see  fit,  the  workingmen's  conduct 
appears  as  an  unwarranted  invasion  of  property  rights.  The  chief 
value  of  such  discussions  is  to  show  how  inconclusive  is  abstract 
legal  reasoning  in  this  field. 

The  problems  dealt  with  are  economic  in  their  nature,  and 
should  be  considered  from  this  point  of  view.  What  is  needed 
most  is  information  about  the  practical  working  of  legal  theories. 
Article  after  article  has  appeared  relative  to  the  doctrines  which 
underlie  the  use  of  injunctions  in  labor  disputes;  but  very  little 
about  how  injunctions  are  secured,  what  they  prohibit,  how  they 
are  enforced,  and  what  effect  they  have  upon  the  outcome  of 
strikes  or  boycotts.  It  is  questions  like  these  which  are  vital. 
This  is  a  time  when  the  law  governing  controversies  between  labor 
and  capital  is  being  recast.  If  a  satisfactory  law  is  to  evolve,  the 
emphasis  must  be  upon  the  facts  of  the  present  situation,  rather 
than  upon  abstract  reasoning. 
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EVOLUTION  OF  LEGAL  REMEDIES  AS  A  SUB- 
STITUTE FOR  VIOLENCE  AND  STRIKES 

An  historical  argument  leading  up  to  the  settlement  of  industrial  dispute*  by 
judicial  remedies,  arbitrable  tribunals  and  industrial  oommianona. 

By  Henry  Wdcthhop  BallanttJie, 
Dean,  College  of  Law,  University  of  Illinois. 

iNDtTBTBIAX  AND  INTERNATIONAL  JUSTICE  SlTLL  IN  A 

PammvE  Stage 

A  barbarian  may  be  supposed  to  be  blissfully  unconscious  of  bis 
own  barbarity.  We  regard  ourselves  as  the  product  of  a  highly 
;  civilized  age,  yet  we  take  complacently,  and  almost  as  a  matter  of 
course,  many  relics  of  barbarism,  notably,  public  war  and  war  prep- 
arations as  a  method  of  compelling  respect  for  international  rights, 
I  and  private  war  and  strikes  as  a  method  of  asserting  economic 
'  rights.  Only  a  few  centuries  ago,  our  barbarous  ancestors  in  Eng- 
land and  on  the  continent  of  Europe  employed  private  war  as  a 
normal  method  of  settling  all  serious  individual  wrongs.  The  slow 
process  of  substituting  law  in  place  of  force  and  violence,  which  may 
be  traced  in  the  ancient  history  of  Greece  and  Rome,  and  which  oc- 
cured  doubtless  in  still  older  civilizations,  repeated  itself  almost 
independently  in  England,  showing  that  some  of  the  most  ancient 
history  may  be  found  in  comparatively  modern  times. 

It  may  prove  instructive  to  trace  the  gradual  evolution  of 
judicial  and  extra-judicial  remedies  in  a  broad  and  rapid  manner,  as 
showing  that  the  only  hope  of  permanent  peace  is  a  complete  ad- 
ministration of  justice  by  judicial  remedies.  There  is  a  most  in-' 
teresting  analogy  here  in  the  legal  relations  between  the  various 
nations  and  the  legal  relations  between  labor  and  capital.  Interna- 
tional peace  can  only  be  established  by  a  world  reorganization  for 
international  justice  in  courts;  and  industrial  peace  can  only  be 
firmly  established  by  industrial  tribunals  for  the  impartial  and 
speedy  settlement  of  labor  disputes  and  the  furnishing  of  adequate 
remedies  for  industrial  wrongs,  individual  and  collective.  This 
argument  would  aim  to  prove  that  our  economic  system  will  have 
140 
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to  provide  for  economic  justice,  or  pay  in  violence  and  bloodshed 
for  injustice. 

Thk  Blood-Feus 

In  the  tenth  and  eleventh  centuries,  Englishmen  lived  mostly 
without  law.  In  those  lawless  days,  the  state  could  furnish 
little  protection  to  the  individual,  and  on  account  of  his  personal 
insecurity,  a  man  dared  not  separate  from  his  kin  and  stand  alone. 
The  blood-feud,  or  vendetta,  gave  protection  by  ensuring  speedy 
vengeance  for  injury.  It  is  the  state  of  enmity  that  results  between 
the  kindred  or  maegth  of  a  man  who  suffers  injury  and  that  of  the 
injurer.  The  family  or  kin  ("maegth")  is  often  called,the  "blood- 
feud  group. "  In  Tacitus,  we  find  that  every  man  was  bound  to 
take  up  the  enmities  as  well  as  the  friendships  of  his  father  or 
kinsman.  But  already  in  Tacitus,  as  in  the  Anglo-Saxon  laws,  we 
find  that  injuries  may  be  appeased  by  compositions  of  cattle  or 
money.1 

Compositions 

The  system  of  compositions  and  wergelds  is  thus  an  outgrowth 
of  the  blood-feud.  The  kindred  of  the  slain  must  demand  pay- 
ment of  the  toer  or  prosecute  the  feud.  The  healsfang  or  first  in- 
stallment of  the  wergeld  was  the  symbol  and  price  of  the  restoration 
of  peace.  In  Alfred's  day,  it  became  unlawful  to  begin  a  feud  till 
an  attempt  had  been  made  to  exact  the  established  price  as  amends. 

At  the  end  of  the  Anglo-Saxon  period,  homicide  and  other  of- 
fences had  to  be  settled  by  compositions,  impossible,  except  that 
killing  was  lawful  and  justifiable  in  the  case  of  a  thief  caught  in  the 
act,  and  carrying  away  the  stolen  goods,  or  of  an  adulterer  or  out- 
law.* 

Limitations  on  Feud 

When  a  murder  had  been  committed,  the  kindred  of  the  ac- 
cused might  first  swear  him  free,  if  he  were  innocent.  If  they  were 
unable  to  do  this  and  unwilling  to  pay  the  wergeld,  they  had  to  bear 
the  feud.  The  Anglo-Saxon  feud  went  on  until  a  number  of  "mur- 
derers or  their  nearest  kindred,  head  for  head"  were  killed  equal 

>  Essays  in  Anglo-Saxon  Law,  p.  141;  Pollock  and  Maitland,  Bnglith  Law,  Vol. 
1,  p.  46. 

1  Pollock  and  Msitland,  Englith  Law,  Vol.  1,  p.  81, 47;  Essays  in  Anglo-Saxon 
Law,  p.  144;  Holdnrorth,  Butary  of  Engiuh  Law,  p.  38, 84, 41. 
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in  value  to  the  "man-worth"  of  the  murdered  man.  8ix  eeorb 
must  die  for  one  thegn.  The  feud  was  thus  strictly  limited  in  time 
and  number,  and  did  not  (as  is  said  to  be  the  case  in  Kentucky)  go 
on  for  years  till  whole  families  became  extinct.* 

Gbowth  of  Public  Administration  op  Justice 
Slowly  but  steadily,  the  developing  state  wrests  these  rights  of 
police  and  blood-feud  from  the  hands  of  the  maegth.  The  state 
gradually  assumes  the  public  functions  of  protection  and  punish- 
ment. Though  self-help,  private  redress,  is  tolerated  by  the  Anglo- 
Saxon  kings,  it  is  limited  as  far  as  possible.  The  king  is  everywhere 
engaged  in  enforcing  composition.  The  blood-feud  is  moderated 
by  the  system  of  "bots"  to  the  injured  and  "wite"  to  the  king  for 
infractions  of  his  "peace."  Private  vengeance  is  restrained  until 
public  tribunals  have  passed  judgment,  and  then  if  composition 
is  refused,  the  kinsmen  are  the  executioners.  Finally  the  system 
of  private  vengeance  and  reprisals,  which  the  Saxon  kings  were 
forced  to  tolerate,  succumbs  to  the  firm  hand  of  the*  Norman  rulers. 
The  king's  peace  covers  all;  the  public  administration  of  justice 
supplants  self-help  and  recourse  to  courts  supersedes  the  recourse  to 
physical  force,  whith  is  the  instinctive  method  of  redressing  wrongs.4 

Survivals  of  Self-Help 
In  many  cases,  we  recognize  that  it  is  legitimate  to  exert  lever- 
age and  extort  justice  by  withholding  that  which  chance,  strength, 
foresight  or  strategy  has  put  in  our  possession.  If  a  man  owes  you 
money,  and  funds  of  his  come  into  your  hands,  you  will  probably 
retain  what  he  owes  you  rather  than  trust  him  to  voluntarily  pay 
you  what  is  due.  Liens,  or  the  right  of  detaining  property  of  the 
debtor  already  in  the  hands  of  the  creditor  for  services  rendered 
thereon,  are  favored  by  the  law.  If  you  do  not  have  funds  of  his 
already  can  you  seize  his  money  or  cattle  for  yourself  and  keep  them 
until  he  is  compelled  to  do  justice?  Distress,  or  this  power  of 
seizing  a*  man's  property  extra-judicially  in  satisfaction  of  a  de- 
mand, occupied  a  prominent  place  in  early  remedial  law  and  is 
very  ancient  among  all  peoples.  But  for  a  man  to  be  judge  and 
executive  officer  in  his  own  behalf  is  not  to  be  endured.    Distress 

*  Emaya  in  Anglo-Saxon  Law,  p.  145, 147. 

*  Pollock  and  MsKland,  English  Law,  p,  45;  Howard's  King's  Peace,  p.  7. 
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is  soon  overloaded  with  formalities  and  confined  to  a  few  claims  of 
great  urgency.  Until  recently,  however,  a  landlord,  without  suit 
or  adjudication,  could  enter  his  tenant's  premises,  seise  his  belong- 
ings, and  hold  and  sell  them  for  the  rent,  but  this  harsh  and  op- 
pressive remedy  has  practically  become  extirpated  or  transformed 
into  the  judicial  process  of  attachment  or  execution.  The  extra- 
judicial has  developed  into  the  judicial  distress.  A  court  must 
authorize  the  taking  and  send  an  officer  to  do  it. 

Self-defense,  the  defense  of  possession,  the  recaption  of  chattels, 
reentry  on  land  in  the  adverse  possession  of  another,  the  abatement 
of  nuisances,  are  the  principal  examples  of  extra-judicial  remedies 
still  permitted  by  the  law  under  certain  conditions,  if  employed 
without  breach  of  the  peace  or  unnecessary  violence.  A  man  may 
not  kill  or  wound,  however,  merely  in  defense  of  his  property. 

Strikes,  Lockouts  and  Boycotts 
Labor  and  capital  are  still  largely  left  to  settle  their  controver- 
sies by  primitive  methods  of  self-help,  bucq  as  strikes,  boycotts  and 
lockouts,  under  certain  limitations  imposed  by  law  as  in  other 

extra-judicial  remedies.    Just  what  these  limitations  shall  be,  is  a  . ? 

matter  of  bitter  dispute  and  litigation.  These  remedies  are  difficult 
to  control  and  go  largely  on  the  basis  of  brute  force  instead  of 
reason.  They  are  still  the  ultimate  appeal,  in  spite  of  their  disas- 
trous consequences  to  the  public  and  to  all  concerned.  Working 
men  have  been  largely  left  to  extort  such  economic  justice  as  they 
could  by  withholding  their  labor,  using  this  negative  weapon 
against  the  weapon  of  starvation  and  lockout  in  the  hands  of 
the  employer. 

Shall  Legal  Recognition  of  Economic  Rights 
Labor  has  been  aided  to  some  extent  in  recent  years  by  legisla- 
tion as  to  employer's  liability  and  as  to  hours  and  conditions  of 
labor,  but  the  enforcement  of  such  laws  has  been  very  inadequate. 
It  is  only  in  legislation,  in  the  public  regulations  of  the  statute  book, 
not  in  the  common  law,  that  the  economic  and  social  responsibility 
of  capitalists  and  employers  finds  expression.  The  courts,  in 
formulating  common  law,  have  not  recognized  the  sphere  of  eco- 
nomic rights.  They  have  not  undertaken  the  duty  of  asserting 
social  and  collective  interests  or  building  up  a  just  social  or 
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economic  system.  The  rights  of  property,  as  worked  out  by  com- 
mon law,  are  thus  individualistic,  not  social  or  communal.  The 
complex  mechanism  of  capital  and  labor  is  the  result  of  the  play  of 
unregulated  individualism  and  self-help  in  the  acquisition  of  private 
property.  In  New  Zealand,  Australia,  Canada  and  in  some  of  the 
European  countries,  some  progress  is  being  made  in  arbitration  and 
industrial  courts  have  been  established  which  attempt  to  reconcile 
the  conflicting  interests  of  capital  and  labor  on  a  basis  of  economic 
justice. 

Bklb^Pbesbbvation  ' 
Where  a  working  man  is  oppressed,  when  his  legal  and  economic 
rights  are  denied  and  trampled  under  foot,  he  is  placed  face  to  face 
with  the  practical  question  "What  to  do?"  Through  cowardice, 
ignorance,  or  weakness,  shall  he  endure  the  wrong?  Shall  he  let  his 
rights  go  trampled  under  foot  by  the  employer  unpunished?  Or  shall 
he  struggle  and  obtain  better  living  conditions  for  himself,  and  his 
family,  as  best  he  may?  The  preservation  of  existence  is  the  deepest 
instinct  of  every  creature,  and  to  tolerate  injustice,  as  Von  Ihering 
points  out  in  his  Struggle  for  Law,  is  ultimately  to  forfeit  existence. 
In  the  beginning,  bloodshed  and  violence  were  necessary  to  redress 
wrongs,  and  the  only  security  for  person,  property,  or  family,  was 
to  let  other  men  know  that  they  could  not  invade  any  of  these  rights 
without  attack.  Violence  seems  still  the  ultimate  remedy  of  work- 
ing men  so  long  as  we  have  gross  inequalities  before  the  law. 

Primary  Duty  of  Government 
The  state  cannot  expect  individuals  to  refrain  from  the  natural 
and  instinctive  exercise  of  private  force  for  self-preservation  and  the 
redress  of  injuries,  unless  it  supplies  means  to  maintain  their  just 
rights  and  also  of  bringing  wrongdoers  to  punishment.  Unless  the 
administration  of  justice  insures  a  reasonable  degree  of  popular 
satisfaction  and  acquiescence,  the  private  justice  of  mob  lyncbings, 
family  feuds,  the  custom  of  carrying  knives  and  revolvers,  violent 
strikes,  syndicalism  and  sabotage  and  other  manifestations  of  vio- 
lence will  ensue,  which  threaten  the  entire  social  system.  Mankind 
universally  approve  of  violence  which  is  used  to  avenge  and  beat  off 
injustice,  if  there  be  no  other  remedy.  Without  public  justice, 
superior  in  power  to  all  offenders,  there  can  be  no  peace,  safety, 
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sense  of'  security,  or  mutual  intercourse.    To  establish  justice,  to 
secure  individuals  and  society  in  the  enjoyment  of  their  rights,  is,  j 
,  next  to  external  defense,  the  great  duty  of  governments  and  the  | 
principal' reason  why  they  are  instituted  among  men.     ' 

Ghowth  of  Administration  of  Justice 
The  progress  of  society  to  a  complete  administration  of  justice 
has  been  slow  and  gradual,  and  it  must  probably  continue  to  be  so 
in  the  economic  field.  The  principal  stages  in  the  establishment  of 
judicial  tribunals  as  a  substitute  for  violence,  self-help  and  private 
vengeance,  seem  to  be,  first,  the  furnishing  of  opportunity  for 
voluntary  acceptance  and  choice  of  peaceable  arbitration,  as  in 
international  relations,  and  later,  the  making  of  submission  of 
disputes  to  arbitration  more  and  more  compulsory.  Naturally, 
the  earliest  wrongs  to  call  for  remedy,  were  the  so-called  trespasses, 
such  as  assault  and  battery,  false  imprisonment,  and  the  seizing 
and  carrying  away  of  goods  from  another's  possession.  Later, 
remedies  are  extended  for  less  tangible  wrongs,  such  as  defamation, 
slander  and  libel,  and  the  non-performance  of  contracts.  It  comes 
to  be  recognized  that  it  is  the  king's  duty  and  function  to  provide 
some  sort  of  remedy  in  his  courts  for  every  substantial  wrong  or 
grievance. 

.  Ubi  Jus,  Ibi  Rhodium 
The  most  vital  principle  in  the  growth  of  law  is  that  represented 
by  the  maxim  Ubi  jus,  ibijemedium.  That  is,  that  a  remedy  must 
be  given  for  the  violation  of  every  right,  or,  in  other  words,  that 
every  injury  must  have  redress.  As  Chief  Justice  Holt  said  in  the 
famous  case  of  Ashby  against  White'  where  an  election  officer  was 
sued  for  his  refusal  to  permit  a  voter  to  vote,  "It  were  a  vain  thing 
to  imagine  that  there  should  be  a  right  without  a  remedy,  for  want 
of  right  and  want  of  remedy  are  convertibles."  As  was  said  by 
Chief  Justice  Marshall,  in  the  great  case  of  Marbury  against 
Madison,  1  Cranch,  163,  "The  very  essence  of  civil  liberty  consists 
in  the  right  of  every  individual  to  claim  the  protection  of  the  laws, 
whenever  he  receives  an  injury.  One  of  the  first  duties  of  govern- 
ment is  to  afford  that  protection. " 

1  Lord  Raymond  038, 1  Smith  Loading  Cases,  343,  1  English  Ruling  Cues, 
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A  New  Pbovincb  roe  Lav 

These  labor  controversies  involve  the  interest  of  all  the  people 
in  addition  to  the  interest  of  the  opposed  forces  of  employes 
and  employers.  Has  not  the  time  now  come  for  the  recognition 
of  a  new  province  for  law  and  a  new  set  of  remedies,  and  the  sub- 
stitution of  the  peaceful  methods  of  arbitrations  and  commissions 
in  place  of  the  violent  redress  of  economic  injuries?  It  is  no  doubt 
true  that  strikes  cannot  be  entirely  done  away,  and  that  a  large 
measure  of  self-help  must  still  be  recognized  in  connection  with 
industrial  bargaining.  But  legal  remedies  must  also  be  provided, 
at  first  largely  of  an  optional  nature.  . 

Under,  such  a  system,  it  may  be  juatly  demaadedn>y  public 
opinion)  that  employers  and  .  employes  _alike  shall,  submit  their 
wrongs  _and  complaints  tQ  public  tribunals  and  abide  by  their 
decrees,  The  intervention  of  an  impartial  tribunal  will  require 
the  rational  investigation  and  patient  inquiry  into  the  facts  of  the 
case.  It  will  afford  opportunity  for  thorough  argumentation  and 
calm  weighing  of  the  principles  of  right  and  justice  to  be  applied.  It 
represents  the  civilized  appeal  to  reason,  instead  of  the  barbarous 
recourse  to  arms.' 

The  public  now  stands  aside  and  lets  the  parties  to  an  industrial 
dispute  fight  it  out  according  to  the  rules  of  the  game.  The  state 
has  neglected  its  duty  to  provide  other  means  than  strikes  and  self- 
help  for  settling  these  disputes.  As  Blackstone  says  in  his  Com- 
mentaries:7 

A  third  subordinate  right  of  ever?  TJlnglfolninin  ]b  that  of  applying  to  the  courts 
of  justice  for  redress  of  injuries.  Since  the  law  is  in  England  the  supreme  arbiter 
of  every  man's  life,  liberty  and  property,  courts  of  justice  must  at  all  times  be 
open  to  the  subject,  and  the  law  be  duly  administered  therein.  The  emphat- 
ioal  words  of  magna  eharla,  spoken  in  the  person  of  the  king,  who  in  judgment 
of  law  (says  Sir  Edward  Coke),  is  ever  present  and  repeating  them  in  all 
his  courts,  are  these:  nidli  vendemus,  nvili  negabimua,  out  difieremua  rectum  vel 
justitiom  (to  none  will  we  sell,  to  none  deny,  to  none  delay  either  right  or  jus- 
tice): "and  therefore  every  subject,"  continues  the  same  learned  author,  "for 
injury  done  to  him  in  bon.it,  tn  territ,  vel  persona  (either  in  his  goods,  lands,  or 
person),  by  any  other  subject,  be  he  ecclesiastical  or  temporal,  without  any  excep- 
tion, may  take  his  remedy  by  the  course  of  the  law,  and  have  justice  and  right  for 

'H.  B.  Higgjns,  "A  Mew  Province  for  Law  and  Order,"  29  Harvard  Law 
Review,  13. 

»  Book  1,  p.  141. 


,y  Google 


Violence  and  Strikes  14? 

the  Injury  done  to  him,  freely  without  sale,  fully  without  any  denial,  and  speedily 
without  delay." 

In  nearly  all  the  states,  the  constitution  declares  that  every  person  ought  to 
have  a  certain  remedy  at  law  for  all  injuries  to  the  person,  property,  or  character; 
and  to  obtain  justice  freely  without  being  obliged  to  purchase  it,  completely  and 
without  denial,  promptly  and  without  delay.* 

f  The  right  to  strike  is,  under  our  present  industrial  system,  a  l 
necessary  safeguard  and  remedy.  It  is  as  vain  to  hope  for  the  total 
elimination  of  strikes  or  lockouts,  as  for  the  total  elimination  of  the 
necessity  of  self-defense  and  other  forms  of  self-help.  But  this 
hostile,  dangerous  and  wasteful  method  of  enforcing  demands  ought 
to  be  used  only  as  a  last  resort..  If  so,  some  earlier  resort  must  be 
provided.  Society  is  under  an  obligation  to  provide  some  alternative 
.  to  this  trial  by  battle,  and  to  make  some  remedies  available  for  the, ,. 
civilized  appeal  to  reason,  instead  of  the  primitive  recourse  to  arms. . 
The  aim  should  not  be  to  prevent  strikes  at  all  hazards,  but  to 
supply  some  prompt,  competent  and  impartial'' tribunal  whose 
decision  will  ordinarily  make  them  unnecessary,  and  which  will  make 
the  public  a  party  to  the  collective  bargaining  process. 

As  Blackstone  points  out,9  "Judicial  and  extra-judicial  remedies 
are  always  concurrent  where  the  law&Uows  an  extra  judicial  remedy." 
Therefore,  though  I  may  defend  myself  or  my  relations  from  external  violence, 
I  am  yet  afterwards  entitled  to  an  action  of  assault  and  battery;  though  I  may 
retake  my  goods,  if  I  have  a  fair  and  possible  opportunity,  this  power  of  recaption 
does  not  debar  me  from  my  action  of  trover  and  detinue.  I  may  either  enter  on 
the  lands  on  which  I  have  a  right  to  enter,  or  may  demand  possession  by  real 
action ;  I  may  either  abate  a  nuisance  by  my  own  authority,  or  call  upon  the  law  to 
do  it  for  me;  I  may  detain  for  rent,  or  have  an  action  of  debt  at  my  own  option. 

.  The  extra-judicial  remedy  is  exceptional.  The  judicial  remedy 
must  be  granted  wherever  a  right  is  invaded. 

It  is  not  suggested  that  there  should  be  an  exact  likeness  between 
our  law  courts  and  commissions  or  boards  for  industrial  matters.  It 
is  true  that  some  industrial  and  economic  rights  are  capable  of 
definition  and  judicial  enforcement,  as,  for  example,  workmen's 
compensation.  One  measure  imperatively  demanded  is  genuine 
enforcement  of  the  laws  which  we  now  have  and  the  effective  recogni- 
tion of  all  rights,  legal  and  constitutional. 

» Btimaon,  Ftienl  mi  State  Statutes,  Seetkm  70. 
•Book 3,  p.  21. 
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But  many  of  the  moat  serious  questions  which  arise  relate  to 
continuing  future  relations  between  more  or  less  indefinite  parties 
and  under  various  and  changing  conditions.  Mediation  and  con- 
ciliation leading  to  a  just  agreement  between  the  parties  would  seem 
to  be  ordinarily  the  principal  remedy,  as  pointed  out  by  Professor 
James  H.  Brewster  in  an  article  in  a  recent  number  of  the  Michigan 
Law  Review,  entitled,  "The  Comparison  of  Some  Methods  of  Con- 
eilation  and  Arbitration  of  Industrial  Disputes."19 

As  Professor  Brewster  points  out,  under  the  so-called  Erdman- 
Newman  act,  mediation  and  conciliation  have  proved  more  ad- 
vantageous and  have  been  more  often  resorted  to  than  arbitration. 
This  is  not  a  compulsory  arbitration  law.  So  under  the  Cana- 
dian Industrial  Disputes  Investigation  Act,  the  first  object  is  con- 
ciliation, and  when  arbitration  is  brought  about,  public  opinion 
is  the  sole  compelling  force.  Under  the  Canadian  Act,  investiga- 
tion with  a  view  to  amicable  settlement  of  the  dispute  is  the 
duty  of  the  board.  In  fact,  this  investigation  is  compulsory,  and 
while  it  is  pending  there  is  no  suspension  of  the  work.  Investigation 
precedes  the  strikes  or  lockouts,  instead  of  following  it.  Publicity 
follows  investigation,  and  then,  as  a  last  resort,  the  parties  may  ex- 
ercise their  rights  of  strike,  lockout,  etc.  This  procedure  affords  an 
opportunity  of  justly  determining  disputes  by  reason,  rather  than 
by  force  alone.  The  chief  purpose  is  to  provide  means  of  investiga- 
tion, discussion,  conciliation  and  publicity  and  the  settlements  are 
in  the  form  of  agreements. 

Compulsory  arbitration,  at  the  present  time,  seems  impracti- 
cable and  undesirable.  Recent  amendments  of  the  Compulsory 
Arbitration  Law  of  New  Zealand  emphasize  its  conciliatory  and 
voluntary  features.  At  the  present  time,  our  employers  fre- 
quently refuse  even  to  negotiate  with  the  workers  and  claim  an 
absolute  right  to  run  their  business  in  their  own  way,  and  with 
reference  only  to  their  own  interests.  Where  the  parties  refuse 
either  to  bargain  or  to  arbitrate,  compulsory  official  investigation  at 
the  instance  of  one  of  the  parties  or  of  a  public  official,  when  public 
interest  demands  it,  will  afford  opportunity  for  getting  at  the  truth 
and  for  placing  the  influence  of  the  public  on  the  side  of  justice. 

In  this  new  system  of  courts  or  commissions,  the  object  of  the 
trials  will  be  administrative  inquiry  and  ascertainment  of  the  truth, 
10  Michigan  Law  Review,  Vol.  13,  p.  185. 
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rather  than  the  mere  preserving  of  the  peace,  by  furnishing  a 
modern  form  of  trial  by  combat,  conducted  by  highly  paid  legal 
championa.  The  remedy  of  the  workers  for  their  grievances  will 
no  longer  lie  exclusively  in  strikes,  attended  almost  inevitably  by 
force  and  violence,  and  the  law  will  no  longer  content  itself  with 
attempting  to  confine  labor  and  capital  to  "peaceable  hostilities"  in 
the  fixing  of  wages,  hours  and  working  conditions  on  railroads 
and  in  other  industries  on  which  the  public  is  dependent. 
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THE  ADVANTAGES  AND    DEFECTS   OF  COMPULSORY 
ARBITRATION 

By  Frank  T.  Cabi/ton, 
Albion  College,  Albion,  Michigan. 

la  the  discussion  of  a  vital  and  important  economic  problem 
such  as  the  one  now  under  consideration,  in  order  that  the  essential 
matters  may  be  clearly  set  forth  and  that  the  reader  may  under- 
stand exactly  what  the  writer  is  driving  at,  it  is  unfortunately 
necessary  to  give  careful  attention  to  the  meaning  of  certain  terms 
used.  At  the  outset,  consequently,  the  words  "advantages  and 
defects"  need  consideration.  These  two  familiar  terms  are  capable 
of  rather  exact  and  satisfactory  definition  when  applied  to  an  engi- 
neering policy  or  to  a  method  used  by  the  stock  breeder  or  the 
market  gardener.  But  when  the  advantages  or  defects  of  a  given 
economic  or  political  policy  are  considered,  new  difficulties  arise  and 
unusual  complications  appear.  What  standard  or  yardstick  can 
be  used  for  the  purpose  of  measuring  advantage  or  defect?  Theoret- 
ically, any  economic  or  political  program  should  be  deemed  ad- 
vantageous or  desirable  when  it  promotes  the  welfare  of  society. 
But  the  man  possessed  of  a  knowledge  of  practical  affairs  and  of 
different  types  and  classes  of  people  immediately  makes  a  further 
and  pertinent  inquiry.  From  what  angle  of  vision  is  the  welfare 
of  society  to  be  looked,  upon?  Even  the  casual  observer  of  indus- 
trial and  labor  problems  must  admit  that  what  seems  advantageous 
to  an  employer  or  a'  large  stockholder  in  a  big  corporation  often  is 
urged  as  a  defect  by  the  employes  of  that  company;  and  that  which 
appears  desirable  to  an  outsider  may  be  bitterly  opposed  by  those 
on  the  inside. 

Therefore,  in  any  discussion  of  the  advantages  and  defects  of  a 
policy  affecting  the  relations  of  labor  and  capital,  it  is  quite  essential 
that  a  preliminary  statement  be  offered  disclosing  the  point  of  view 
of  the  writer.  In  this  consideration  of  arbitration,  the  following 
fundamental  points  are  subscribed  to:  1.  It  is  desirable  that  Ameri- 
can wage-earners  be  organised  into  unions,  and  that  these  labor 
organizations  be  recognised  and  bargained  with  by  the  employers 
160 
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Our  government  should  no  longer  assume  the  attitude  of  indifferent 
neutrality.  The  right  of  wage  workers  to  organize  without  inter- 
ference on  the  part  of  employers  should  be  given  definite  legal 
recognition.  2.  A  rising  standard  of  living  for  American  working- 
men  is  favored.  3.  Peace  in  industry  is  held  to  be  highly  desirable 
unless  obtained  at  the  expense  of  the  self-respect  and  the  standard 
of  living  of  the  wage-earners.  Conclusions  in  regard  to  arbitration 
will  doubtless  be  reached  which  cannot  be  acquiesced  in  by  those 
who  do  not  accept  all  or  any  one  of  these  fundamental  premises; 
and  the  reasoning  used  will  certainly  be  condemned  unless  viewed 
in  the  light  of  these  basic  principles. 

Arbitration  is  an_grderly  form  of  procedure  for  the  settlement 
of  industrial  disputes  as  to  wages,  hours  of  labor  and  other  working 
conditions.  As  a  consequence  of  its  use,  resort  to  such  weapons  as 
strikes,  boycotts,  lockouts  or  blacklists,  is  obviated.  The  court 
or  board  of  arbitration  should  be  composed  wholly  of  persons  who  do 
not  represent  either  the  employers  or  the  employes;  or,  if  represen- 
tatives of  the  two  opposing  interests  are  given  places  on  the  board, 
the  balance  of  power  must  be  held  by  others.  In  short,  the  deci- 
sions of  a  board  of  arbitration  are  actually  made  by  persons  sup- 
posed to  be  neutral  in  their  sympathies  and  interests.  Boards  in 
which  the  balance  of  power  does  not  rest  with  the  neutrals  or  the 
representatives  of  the  general  public  should  not  be  designated  as 
boards  of  arbitration. 

In  regard  to  the  subject  matter  considered,  arbitration  is  of  two 
general  types:  primary  and  secondary.  The  second  form  dealB 
with  disputes  arising  from  the  interpretation  of  the  terms  of  a  con- 
tract already  entered  into.  Primary  arbitration,  on  the  other  hand, 
is  concerned  with  the  determination  of  the  conditions  of  employ- 
ment,— wages,  hours  of  labor,  etc.  Again,  arbitration  may  be 
voluntary  or  compulsory.  If  voluntary,  the  two  parties  agree  to 
accept  the  findings  of  the  board.  If  compulsory,  the  law  provides 
for  the  reference  of  industrial  disputes  to  the  board,  and  provides 
penalties  if  the  findings  of  the  board  are  disregarded  or  if  a 
strike  or  lockout  takes  place.  Arbitration  practically  implies  the 
recognition  of  some  form  of  labor  organization.  This  discussion 
will  be  limited  to  a  consideration  of  compulsory  primary  arbitration. 

The  advantages  of  the  policy  of  settling  industrial  disputes  by 
means  of  arbitration  are  easily  presented.     Arbitration,  successfully 
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employed,  maua  peace  in  industry  instead  of  wjfc.  It  prevents 
strikes,  lookouts  and  boycotts;  and  business  activities  may  go  for* 
ward  without  danger  of  periodic  interruption.  The  great  losses 
from  such  interruptions  are  not  incurred;  and  the  friction  between 
employers  and  employes  incident  to  strikes,  boycotts  or  even  the 
more  orderly  processes  of  collective  bargaining,  is  eliminated.  A 
judicial  or  quasi-judicial  determination  of  controverted  points  is 
substituted  for  the  cruder  and  more  direct  appeal  to  the  strength  of 
organized  labor  on  the  one  hand  and  of  organized  capital  on  the 
other.  It  may,  with  a  reasonable  degree  of  fitness,  be  compared  with 
the  substitution  of  court  procedure  for  the  feud  and  the  duel. 

The  defects  of  the  policy  of  arbitration  are  more  difficult  of  pres- 
entation. More  subtle  considerations  are  involved  and  the  clash- 
ing of  divergent  interests  and  points  of  view  come  much  more  clearly 
into  the  foreground. 

1.  The  most  serious  defect  in  a  system  of  compulsory  arbitra- 
tion grows  out  of  the  absence  of  any  definite  and  generafryWceptedl 
standard  for  the  determination  of  a  wage  rate.  No  theory  of  wages," 
now  formulated,  has  satisfactorily  stood  the  test  of  criticism  and  of 
practical  application  in  the  industrial  world;  and  no  board  of  arbi- 
tration has  been  able  to  present  a  scientific  standard  by  means  of 
which  disputes  as  to  wage  rates  may  be  authoritatively  and  ac- 
curately settled.  Consequently,  boards  of  arbitration  have  as  a 
rule  compromised  in  fixing  wage  scales.  When  more  than  a  mere 
compromise  between  opposing  demands  has  been  attempted,  ar- 
bitrators have  been  influenced  by  a  knowledge  of  what  has  been 
paid  in  the  past  in  the  industry  under  investigation,  or  what  is  now 
being  paid  in  other  shops  and  localities;  or  they  have  rested  their 
decision  upon  the  basis  of  the  standard  of  living  by  them  considered 
adequate  for  the  wage  workers  concerned.  The  first  alternative 
spells  fixity,  and  will  be  further  discussed  under  the  head  of  the 
fourth  defect. 

The  second  method  cannot  be  considered  scientific  so  long*  as 
no  definite  concept  of  the  standard  of  living  exists.  In  fixing  rail- 
way rates  the  Interstate  Commerce  Commission  has  certain  fairly 
definite  items  as  points  of  departure,  such  as  the  actual  investment, 
the  depreciation,  market  rates  of  interest,  the  cost  of  operation.  In 
the  determination  of  a  wage  award,  the  standard  of  living  is  such 
an  indefinite  concept  that  difficulties  arise  which  prevent  any  scion- 
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tifio  award.  Some  Of  the  problems  are:  What  is  the  standard  of 
living?  Should  it  gradually  rise  as  the  years  go  by?  Should  an 
allowance  be  made  for  the  physical  deterioration  of  the  worker? 
Should  an  allowance  be  made  for  insurance  against  old  age,  sickness 
and  accident? 

A  recent  dictum  of  the  Ohio  Industrial  Commission  throws  an 
interesting  sidelight  upon  the  fundamental  problems  of  a  board  of 
arbitration.  "  Exact  industrial  justice  would  not  take  into  consider- 
.  ation  the  demands  of  the  employes  or  the  proposals  of  employers, 
but  would  be  determined  after  a  full  investigation  and  inquiry  into 
the  cost  of  production,  cost  of  maintaining  a  satisfactory  standard 
of  living,  distribution  of  profits,  and  all  other  such  matters."  A 
brief  study  of  this  plan  will  disclose  numerous  practical  difficulties. 
What  is  a  "satisfactory  standard  of  living"?  To  whom  is  it  satis- 
factory? Does  cost  of  production  include  a  fair  profit?  And,  what 
is  a  "fair  profit"?  From  whose  point  of  view  is  it  fair?  What 
would  be  the  proper  "distribution  of  profits"?  And,  what  of  "all 
other  such  matters"?  Since  almost  all  industrial  disputes  directly 
f  or  indirectly  touch  the  question  of  wages,  obviously,  the  first  and 
:  foremost  defect  of  arbitration  offers  almost  ussurmountable  ob- 
■  stacles  in  the  present  state  of  the  science  of  economics.  It  will 
certainly  be  difficult  to  apply  the  much-discussed  "  rule  of  reason.' ' 

2.  The  substitution  of  arbitration  for  the  strike,  boycott  or  the 
trade  agreement  in  the  settlement  of  industrial  disputes  will  tend  to 
weaken  organized  labor  or  at  least  greatly  to  modify  the  form  and 
programs  of  such  organizations.  The  reason  for  this  consequence 
is  not  difficult  of  discernment.  Labor  organisations  have  been 
formed  to  obtain  by  means  of  collective  bargaining  or  militant  activ- 
ities, higher  wages,  a  shorter  working  day  or  some  other  improve- 
ment in  working  conditions.  Unionists  are  loyal  to  the  union  and 
cheerfully  pay  dues  only  when  they  believe  that  the  organization  is 
a  potent  instrumentality  to  assist  them  in  obtaining  their  demands. 
If  arbitration  becomes  the  accepted  method  of  determining  the  wage 
rate,  the  necessity  for  the  union  becomes  less  clear  to  the  average 
unionist.  The  resort  to  arbitration  will  not  stimulate  self-reliance 
and  self-assertion  among  the  workers.  Of  course,  from  certain 
points  of  view  this  seems  an  advantage  rather  than  a  defect.  In  a 
personal  letter,  the  editor  of  a  well-known  labor  journal  questions 
whether  arbitration  "has  been  of  much  practical  value  in  giving 
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the  workers  those  opportunities  for  self-assertion "  which  are 
"  necessary  for  their  welfare  if  they  are  to  take  an  active  part  in  the 
determination  of  what  their  terms  of  employment  and  conditions 
of  labor  will  be." 

3.  Arbitration  involves  the  intervention  of  a  third  party.  The 
members  of  a  board  of  arbitration  who  are  supposed  to  be  neutral 
and  to  represent  the  public,  as  a  rule,  are  not  familiar  with  the  con- 
ditions in  the  industry.  This  fact  adds  to  the  difficulties  in  formu- 
lating a  scientific  judgment  which  will  stand  the  test  of  rigorous 
criticism;  and  it  does  not  inspire  either  side  with  confidence  in 
boards  of  arbitration.    Wage  workers  naturally  hesitate  to  place 

'  the  determination  of  matters  which  vitally  touch  their  chief  business 
in  life  in  the  hands  of  outsiders  more  or  less  ignorant  of  conditions 
in  the  industry  and  also  of  their  point  of  view. 

4,  The  procedure  of  a  board  of  arbitration  resembles  that  of  a 
court;  it  is  judicial  in  its  methods.  Therefore,  precedent  plays  a 
large  part  in  the  deliberation  of  a  board  of  arbitration.  Since  labor 
is  struggling  upward  toward  a  higher  standard  of  living  and  toward 
higher  social  standards,  labor  organizations  look  with  suspicion 
upon  any  institution  or  method  of  procedure  in  which  precedent 
plays  a  considerable  role.  Precedent  for  wage  workers  spells  slavery, 
serfdom  or  low  standards  of  living  and  social  inferiority.  Laboring 
men  and  women  are  struggling  to  get  out  of  the  "servant"  class. 
They  want  to  be  recognised  as  "equals"  of  their  employers  and  the 
managers  of  the  business  in  which  they  are  earning  a  living.  Wage 
workers  are  eagerly  looking  forward  to  the  day  when  labor  as  well 
as  capital  shall  have  a  voice  in  determining  the  conditions  in  industry, 
to  the  time  when  the  representatives  of  the  employes  shall  be  ad- 
mitted to  the  meetings  of  the  boards  of  directors.  Compulsory 
arbitration  would  seem  to  offer  little  opportunity  to  press  forward 
along  this  line. 

Again,  in  case  no  definite  legal  principles  can  be  invoked,  the 
decisions  of  the  board  depend  in  no  small  measure  upon  the  training, 
interests  and  idiosyncracies  of  the  judge  or  umpire.  It  has  been 
noted  that  no  fundamental  principles  which  are  of  general  acceptance 
can  be  laid  down  for  the  guidance  of  boards  of  arbitration.  Conse- 
quently, there  is  reason  for  the  assertion  made  by  labor  leaders  that 
the  decisions  of  boards  of  arbitration  depend  upon  the  personal  bias 
and  the  preconceived  notions  of  the  arbitrators.    In  the  event  of  the 
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adoption  of  compulsory  arbitration  in  this  country,  the  choice  of 
arbitrators  or  of  those  officials  whose  duty  it  would  be  to  make  such 
\  selection,  would  inevitably  become  a  political  issue.  And,  further, 
political  considerations  would  become  determining  factors  in  the 
rigid  or  the  flabby  enforcement  of  the  law. 

6.  The  decisions  of  a  board  of  arbitration,  particularly  when  ad- 
\verse  to  the  workers,  are  difficult  of  enforcement.  It  might  involve 
•  the  necessity  of  penalizing  large  numbers  of  citizens. 

8.  Except  in  a  few  basic  or  Quasi-public  industries,  a  law 
providing  for  compulsory  arbitration  would  probably  be  held  un- 
constitutional. 

An  incidental  weakness  or  defect  of  arbitration  is  due  to  the 
lack  of  a  consistent  policy  for  or  against  it  on  the  part  of  both 
employers  and  wage  workers.  Neither  employers  nor  employes 
at  all  times  and  under  all  circumstances  take  the  same  attitude 
toward  arbitration.  In  some  cases,  unionists  demand  arbitration; 
again,  they  reject  such  proposals.  Likewise,  employers  sometimes 
favor  arbitration;  and,  again,  they  contemptuously  reject  it.  Em- 
ployers usually  stand  for  arbitration  in  industries  when  the  unions 
are  strong  as  in  the  railway  industry.  But  in  other  industries 
where  organized  labor  is  weak  or  has  been  eliminated,  the  employers 
insist  upon  their  right  to  run  their  business  without  interference. 

The  United  States  Steel  Corporation  has  not  attracted  much  at- 
tention as  an  advocate  of  voluntary  or  compulsory  arbitration  in  its 
own  plants;  and  the  copper  companies  of  northern  Michigan  are 
not  well-known  friends  of  these  measures.  Less  than  half  a  decade 
ago,  the  president  of  a  New  York  City  street  railway  company 
sternly  informed  the  employes  of  the  company  that  they  were  his 
servants  and  that  he  expected  them  to  do  his  bidding.  "  Arbitration 
between  my  servants  and  me  is  impossible."  How  different  was 
the  attitude  of  the  steam  railway  presidents  in  19161  On  the  other 
hand,  the  anthracite  coal  miners  in  1902  were  quite  willing  to  arbi- 
trate their  differences  with  the  operators;  but,  in  1916,  the  railway 
brotherhoods  rejected  arbitration.  The  progress  of  compulsory 
arbitration  in  Australasia  in  recent  years  is  partially  due  to  "the 
demand  of  employers  for  protection  against  more  powerful  unions.'" 
But  the  first  law  passed  in  New  Zealand  in  1894,  was  favored  by  the 
union  men  of  the  island  and  opposed  by  the  employers. 

'Commons  and  Andrews,  Principles  of  Labor  Ltqittatim,  p.  148. 
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No  scheme  for  the  adjustment  of  industrial  disputes  is  without 
defects;  but,  in  the  opinion  of  the  writer,  the  defects  of  compulsory 
arbitration  outweigh  its  advantages.  Nevertheless,  in  view  of  the 
rapid  growth  in  numbers  and  importance  of  industries  affected  with 
unmistakable  public  interest,  it  seems  quite  probable  that  unless 
employers  and  organized  labor  can  settle  their  differences  by  collect- 
ive bargaining  and  trade  agreements  or  in  some  other  manner  not 
requiring  resort  to  industrial  warfare  and  chaos,  compulsory  arbitra- 
tion with  its  defects  and  its  advantages  or  a  system  similar  to  that 
being  tried  in  Canada,  will  be  adopted  as  the  legal  remedy.  In  case 
of  a  great  strike  tying  up,  for  example,  a  large  railway  system  or  the 
coal  industry  the  demand  for  industrial  peace  will  become  so  insistent 
that  some  legislative  remedy  or  palliative  will  be  enacted. 

If  this  diagnosis  of  the  situation  be  fairly  accurate,  the  following 
conclusions  may  be  offered.  Associations  of  employers  and  unions 
of  wage  workers  must  face  the  welcome  or  unwelcome  indications 
that  if  they  cannot  compromise  their  differences  by  collective 
bargaining  and  thus  avoid  industrial  warfare,  legal  coercion  will  be 
used  to  adjust  the  matter  according  to  the  findings  of  boards  in 
which  the  balance  of  power  is  held  by  men  from  the  outside  ap- 
pointed by  public  officials.  The  law  court  eystera  of  adjusting 
personal  and  group  disputes  and  quarrels  is  by  no  means  perfect; 
but  very  few  individuals  favor  a  return  to  the  medieval  system  of  I 
settlement  by  personal  combat  and  feudal  warfare.  If  organisations 
of  wage  workers  and  of  employers  cannot  bring  about  industrial 
peace,  they  must  suffer  the  consequences  whatever  such  conse- 
quences may  be.  It  is,  however,  by  no  means  certain  that  compul- 
sory arbitration  will  achieve  industrial  peace.  It  has  not  in  New 
Zealand  or  in  New  South  Wales.  Because  of  the  political  weakness 
of  organized  labor  in  the  United  States,  the  drafting  and  the  enforce- 
ment of  compulsory  arbitration  laws  will  doubtless,  as  a  rule,  be 
under  the  control  of  persons  not  recognized  as  friends  of  organised 
labor.  Under  such  circumstances  it  may  not  be  anticipated  that 
this  legislation  will  be  very  distasteful  to  the  business  interests  of  the 
nation. 
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DISPUTES 
With  Special  Reference  to  toe  Disputes  Investigation  Act 

Bt    F.    A.    AciiAKB, 

Deputy  Minister  of  Labor,  Ottawa,  Canada 

(Reprinted  from  The  Canadian  Law  Times,  March,  1916) 

Two  statutes  present  themselves  for  consideration:  (1)  the 
Conciliation  and  Labour  Ad;  and  (2)  the  Industrial  Disputes  In- 
vestigation Ad,  1907.  The  Conciliation  and  Labour  Act  contains  the 
earliest  Dominion  legislation  concerning  industrial  disputes.  This 
statute,  in  its  present  form,  is  a  consolidation  dating  from  1906 
of  two  earlier  laws,  the  Conciliation  Act  and  the  Railway  Disputes 
Act. 

The  Conciliation  Ad  was  passed  in  1900.  It  provided  for  the 
appointment  of  a  Minister  and  Department  of  Labour  with  certain 
prescribed  functions,  and  for  the  institution  under  the  supervision 
of  the  minister  of  a  system  of  conciliation  boards  for  the  adjustment 
of  industrial  disputes.  The  statute,  in  so  far  as  it  related  to  con- 
ciliation boards  and  industrial  disputes,  proceeded  generally  on  the 
lines  of  an  English  act.  It  will  be  interesting  to  glance  at  the  con- 
ditions in  Great  Britain  producing  the  law  which  the  Canadian  act 
follows. 

Conciliation  committees  or  boards  have,  for  more  than  half  a 
century,  existed  in  mining  and  manufacturing  districts  of  Great 
Britain,  springing  up  quite  naturally  and  unofficially  for  the  ad- 
justment of  the  disputes  necessarily  growing  out  of  an  intense  in- 
dustrialism. Selected  persons  represented  the  varied  interests  of  a 
particular  industry  in  a  given  district, — of  textile  working  or  coal 
mining,  for  instance,  in  Lancashire  or  Yorkshire.  The  boards 
assumed  in  time  and  in  some  cases  a  certain  permanence  of  charac- 
ter, while  the  chairmanship  acquired  almost  a  semi-judicial  aspect. 
When  difficulty  occurred  in  filling  a  chairmanship  by  agreement 
the  disputing  parties  fell  into  the  habit  of  requesting  an  appoint- 
ment by  the  government.  The  duty  of  making  such  appointments 
was  vested  in  the  Board  of  Trade,  and  gradually  there  was  created 
a  situation  whereby  the  Board  of  Trade  found  itself  in  touch  with 
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a  group  of  expert  adjusters  whose  success  in  the  work  entrusted  to 
them  depended  on  their  skill,  tact  and  known  integrity  rather  than 
on  any  legal  or  formal  authority.  The  element  of  legal  compulsion 
was  not  a  factor  in  the  settlement  of  industrial  disputes  which  came 
before  these  conciliation  boards. 

The  machinery  of  the  boards  was  developed  and  improved  as 
the  years  passed.  The  English  Conciliation  Act  of  1896  confirmed 
and  encouraged  the  system  which  had  grown  up.  The  work  of  the 
conciliation  boards  aided  in  the  settlement  of  many  trade  disputes, 
and  strikes  or  lockouts  were  prevented  in  these  cases,  but  industrial 
unrest  kept  pace,  perhaps  more  than  kept  pace,  with  industrial 
development.  Some  trades  did  not  avail  themselves  of  the  methods 
of  conciliation  boards  and  there  was  in  such  cases  little  to  hinder  the 
rapid  aggravation  of  small  disputes  into  strikes  or  lockouts.  In 
some  cases  also  where  the  boards  existed  their  best  efforts  were  futile 
and  the  disputants  resorted  to  the  methods  of  the  industrial  battle- 
field. Disastrous  and  even  terrible  industrial  conflicts  recurred  from 
time  to  time.  The  necessity  of  conciliation  machinery  increased  as 
the  question  of  industrial  relations  pressed  more  and  more  to  the 
front. 

Calls  on  the  British  Board  of  Trade  for  expert  adjusters,  as- 
sessors, etc.,  in  industrial  disputes  which  the  disputants  could  not 
.settle  directly,  became  more  frequent,  and  in  1908  the  machinery 
relating  to  conciliation  boards  was  further  developed  for  the  con- 
stitution of  a  Court  of  Arbitration.  For  the  purpose  of  this  Court 
three  panels  were  formed:  a  chairman's  panel,  an  employers'  panel, 
and  a  labour  panel.  By  virtue  of  this  new  agency,  on  the  applica- 
tion of  the  parties  to  an  industrial  dispute,  a  Court  of  Arbitration 
consisting  of  three  or  five  members  is  nominated  by  the  Board  of 
Trade  from  these  panels,  the  powers  of  the  Court  corresponding 
generally  with  those  which  a  Conciliation  Board  had  possessed. 

Yet  a  further  expansion  in  Great  Britain  of  the  conciliation 
system  was  the  establishment  in  1911  of  what  was*  termed  an 
Industrial  Council,  composed  of  representatives  of  employers  and 
employes,  with  a  Chief  Industrial  Commissioner;  the  Industrial 
Council  was  established  "for  the  purpose  of  considering  and  of  en- 
quiring into  matters  referred  to  them  affecting  trade  disputes,"  etc. 
Sir  George  Askwith,  K.C.,  who  became  chairman  of  the  council,  had 
been  long  a  leading  figure  in  the  group  of  expert  adjusters  from 
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which  the  Board  of  Trade  had  been,  on  the  request  of  the  disputing 
parties,  selecting  chairmen  of  conciliation  boards. 

It  is  of  interest  to  note  in  passing  that  Sir  George  Askwith 
visited  Canada  in  1912  for  the  purpose  of  investigating  the  nature 
and  operations  of  the  Industrial  Disputes  Investigation  Act,  1907, 
the  Dominion  statute  which  was  now  effective  in  these  matters  and 
the  enactment  of  which  by  Great  Britain  was  being  urged  in  some 
quarters  as-  a  possible  remedy  for  the  disastrous  industrial  conflicts 
which  then  were  distracting  that  country.  Apart,  however,  from 
certain  special  legislation  limited  to  the  coal  mining  industry,  and 
consequent  on  the  national  coal  mining  strike  of  1912,  no  further 
legislation  as  to  industrial  disputes  was  enacted  in  Great  Britain 
until  the  outbreak  of  the  war,  when  a  measure  was  passed  not  far 
removed  in  its  general  intent  from  that  of  the  Dominion  statute  on 
which  Sir  George  Askwith  reported. 

Before  leaving  this  aspect  of  the  subject,  it  may  be  added  that 
at  the  close  of  1914,  300  conciliation  boards  or  courts  were  in  exist 
ence  in  Great  Britain;  the  same  figure  had  obtained  at  the  end  of 
1913.  British  official  reports  show  that,  despite  the  efforts  and 
influence  of  these  numerous  conciliation  agencies,  there  were  1,497 
strikes  or  lockouts  in  Great  Britain  during  1913,  with  time  losses 
of  nearly  twelve  million  working  days;  for  the  corresponding  year 
in  Canada  the  number  of  strikes  was  113,  with  time  losses  of  1,287,- 
678  days. 

Let  us  return  now  to  the  Conciliation  Act  enacted  by  Canada 
in  1900.  The  statute  was  obviously  designed  to  promote  in  Canada 
the  establishment  of  conciliation  boards  on  the  lines  of  those  found 
in  Great  Britain.  The  measure  was  destined  to  remain  inoperative 
in  so  far  as  it  concerned  conciliation  boards;  no  tribunate  of  this 
nature  were  established  under  its  provisions.  The  act  was  not, 
however,  fruitless  in  its  bearing  on  industrial  disputes.  Officials 
of  the  newly  established  Department  of  Labour  were  required  to 
follow  closely  the  course  of  industrial  disputes,  not  only  for  statis- 
tical purposes,  but  from  the  point  of  view  of  public  welfare.  Offers 
of  mediation  were  made  in  serious  disputes.  The  offers  were  fre- 
quently-declined and  intervention  was  possible  only  by  consent  of 
both  disputants.  Where  mediation  was  accepted  the  department 
seems  to  have  acquitted  itself  creditably  and  the  Deputy  Minister 
of  Labour  of  that  time  (Mr.  W.  L.  Mackenzie  King)  established  some 
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reputation  in  the  adjustment  of  industrial  disputes.  Dominion 
officials  had  not  previously  made  efforts  in  this  direction.  The 
work  thus  accomplished  was  of  some  value,  but  the  facilities  of  the 
department  were  not  large  and  no  headway  .was,  as  we  have  seen, 
made  in  the  development  of  the  conciliation  board  system  whereby 
local  effort  and  influence  might  be  sometimes  effectively  utilised 
for  the  solution  of  a  particular  difficulty. 

In  1903  was  enacted  the  Railway  Disputes  Act,  a  measure  apply- 
ing, as  its  name  suggests,  to  disputes  in  industries  affecting  the  rail* 
way  service.  The  new  statute  invested  the  Minister  with  a  limited 
power  of  compulsion  with  respect  to  the  establishment  of  concilia* 
tion  boards.  Where  a  dispute  existed  between  a  railway  company 
and  its  employes,  and  either  party  to  the  dispute  (or  a  municipality 
concerned  therein)  asked  that  the  dispute  might  be  referred  to  a 
board  for  adjustment,  the  act  permitted  the  establishment  of  a 
board  without  requiring  the  consent  of  the  other  disputant.  If, 
however,  the  establishment  of  a  board  was  not  requested,  no  board 
could  be  established,  and  in  any  event  the  statute  placed  no  re- 
straint on  the  right  to  strike  or  lockout.  This  measure  remained, 
on  the  whole,  inactive,  only  one  dispute  being  referred  for  adjust- 
ment under  its  provisions  down  to  1907,  when  it  was  practically 
displaced  by  new  legislation.  It  is  not  impossible  that  the  existence 
of  the  statute  may  have  exerted  sometimes  on  the  parties  to  a  dis- 
pute a  silent  pressure  towards  an  amicable  arrangement  by  direct 
negotiation,  but  on  this  point  there  is  no  record. 

In  1906  the  two  measures  mentioned  were  consolidated  for  the 
revised  statutes  of  Canada  and  became  known  as  the  Conciliation 
and  Labour  Act. 

The  year  1907  saw  the  enactment  of  the  industrial  Disputes 
Investigation  Act,  the  scope  of  which  is  aptly  indicated  by  its  com* 
plete  title,  "An  Act  to  aid  in  the  prevention  and  settlement  of 
strikes  and  lockouts  in  mines  and  industries  connected  with  public 
utilities."  The  new  statute  contains  the  first  limitation  placed  by 
the  Dominion  Parliament  on  the  right  to  engage  in  strikes  or  lock- 
outs, the  limitation  being  confined  to  stated  classes  of  labour.  The 
process  of  dealing  with  a  dispute  entails  its  reference  for  attempted 
adjustment  to  a  Board  of  Conciliation  and  Investigation  formed  on 
the  linea  of  the  ordinary  board  of  arbitration,  with  a  nominee  from 
each  of  the  disputants  and  a  third  member,  the  chairman,  selected 
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if  possible  by  joint  agreement;  failing  a  joint  agreement  as  to  the 
chairmanship,  the  chairman  is  named  by  the  Minister  of  Labour.. 
A  strike  or  lockout  in  the  industries  indicated  is  unlawful,  under 
penalty,  until  the  dispute  in  question  has  gone  before  the  board. 
The  provisions  of  the  Act  have  been  recently  extended  to  what 
may  be  broadly  designated  as  war  industries  in  all  their  branches, 
so  that  a  lockout  or  strike  in  such  industries  prior  to  procedure 
under  the  statute  becomes  unlawful. 

It  will  be  useful,  before  discussing  the  Dominion  Act  further, 
to  look  broadly  at  the  conditions  elsewhere  as  to  legislation  on  this 
subject.  The  situation  in  the  United  Kingdom  has  been  already 
outlined.  In  the  United  States,  as  in  the  case  of  Great  Britain,  the 
new  Canadian  law  was  made  the  subject  of  official  inquiry.  Dr. 
V.  S.  Clark,  a  skilled  investigator,  visited  Canada  in  1908  and  again 
in  1900,  with  a  view  to  ascertaining  the  adaptability  of  the  statute 
to  the  requirements  and  conditions  of  the  United  States.  Dr. 
Clark's  reports  are  valuable  treatises  on  the  statute  and  its  aims 
and  achievements,  as  at  the  time  of  enquiry.  Similar  enquiries  into 
the  Canadian  Act  have  been  made  by  various  states  of  the  union. 
The  United  States  proceeded,  however,  on  other  lines,  its  efforts 
culminating  in  what  is  known  as  the  Newlands  Act  of  1914,  which 
created  a  Board  of  Mediation  and  Conciliation,  designed,  like  the 
British  Industrial  Council,  for  the  purpose  of  promoting  industrial 
peace  and  not  unlike  the  British  Industrial  Council  in  its  general 
method  of  operation;  the  jurisdiction  of  the  United  States  Board  of 
Mediation  is,  however,  severely  limited,  extending  only  to  disputes 
involving  employes  of  interstate  railways.  Like  the  British  statute, 
the  measure  is  permissive,  not  compulsory.  The  legislation  of  the 
states  of  the  union,  when  it  touches  the  subject  of  industrial  dis- 
putes, has  not  gone  beyond  efforts  at  conciliation  and  the  provi- 
sion in  some  cases  of  carefully  devised  machinery  for  that  purpose. 

A  concise  statement  as  to  the  situation  in  continental  Europe 
in  these  matters  appears  in  a  special  report  on  legislation  respecting 
industrial  disputes  issued  a  year  or  two  ago  by  the  Labour  De- 
partment of  the  British  Board  of  Trade: 

Amongst  the  foreign  countries  covered  by  this  return,  Bays  the  report,  it  will 
be  observed  that  in  Europe  there  are  nine,  the  statute  books  of  which  comprise 
legislation  specially  designed  to  avert  strikes  on  the  part  of  those  employed  in 
public  utility  services.  While  varying  widely  in  range  and  stringency,  these  laws 
poaw  one  ebaracteristio  in  common:  the  workpeople  to  whom  they  relate  are  in 
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every  case  planed  on  a  footing  different  from  that  of  the  general  body  of  industrial 
workers  in  respect  to  the  right  to  engage  in  strikes,  this  right  being  either  explicitly 
withheld  or  else  subjected  to  specific  limitations  in  its  exercise. 

Of  the  nine  countries  referred  to,  five  have  enacted  laws  absolutely  prohibit- 
ing workpeople  employed  in  certain  public  utility  services  from  engaging  in  strikes. 
These  countries  are  Russia,  Roumania,  Holland,  Belgium  and  Italy.  In  Russia 
and  Roumania,  the  law  covers  the  whole  field  of  what  may  be  termed  public  utility 
services,  whether  governmental  or  local.  In  Belgium,  it  applies  to  all  persons  in 
the  service  of  the  state,  including  the  railways,  post  office,  telegraphs  and  tele- 
phones; in  Italy,  it  applies  to  all  persons  in  the  service  either  of  the  state  .or  of  a 
railway  company,  while  in  Holland,  only  those  employed  on  main  lines  of  the 
railway  service  are  ■  included.  Three  countries,  vis.,  Spain,  Portugal  and  the 
Ottoman  Empire,  have  enacted  laws  applicable  to  all  public  utility  services,  and 
declaring  concerted  stoppages  of  work  illegal,  unless  certain  conditions  have 
previously  been  fulfilled.  In  Spain,  the  conditions  are  that  notice  of  the  strike  or 
lookout  shall  have  been  given  to  the  authorities,  either  eight  days  or  five  days 
beforehand,  according  to  the  nature  of  the  undertaking,  and  that  such  notice  be 
accompanied  by  a  statement  of  the  cause  of  the  strike  or  lockout.  The  Portu- 
guese law  insists  on  twelve  or  eight  days'  notice  being  given  of  the  strike  or  lock- 
out, according  to  the  nature  of  the  undertaking,  and  requires  that  such  notice  be 
accompanied  by  a  statement  of  the  causes  or  objects  of  the  strike  or  lockout.  Un- 
der the  same  law,  all  "officials,  public  servants,  or  those  receiving  salaries  from 
the  state"  incur  the  penalty  of  dismissal,  if  they  combine  to  suspend  work. 

The  last  of  the  nine  European  countries  that  call  for  mention  in  this  connec- 
tion is  France,  where  the  only  persons  employed  in  public  services  who  incur 
legal  penalties  for  participating  in  strikes  are  the  engine-drivers,  guards  and 
brakesmen  actually  in  charge  of  trains,  and  the  outdoor  staff  of  the  postal  service. 

While  attempt  to  avert  strikes  and  lockouts  in  public  utility  services  by  means 
of  special  laws  withholding  or  limiting  the  exercise  of  the  right  to  strike  are  con- 
fined to  the  nine  countries  just  enumerated,  there  are  two  countries — Germany 
and  Austria— where,  so  far  as  the  railway,  postal  and  allied  services  are  con- 
cerned, the  exercise  of  such  a  right  on  the  part  of  the  staff  is  rendered  impossible 
in  practice  by  the  policy  pursued  by  the  authorities  towards  any  manifestations 
of  trade  union  activity  among  members  of  these  services — a  policy  based  on  the 
assumption  that  membership  of  a  militant  trade  union  is  incompatible  with  loy- 
alty to  the  department  and  with  the  safety  of  the  state. 

The  British  report  contains  a  further  paragraph  showing  that 
permanent  courts  of  arbitration  "equally  representative  of  the 
interests  of  employers  and  of  workpeople, "  especially  for  the  pro- 
motion of  industrial  peace,  exist  in  Denmark  and  in  the  Swiss  Canton 
of  Geneva. 

There  remain  the  British  Dominions.  Apart  from  the  Do- 
minion laws  now  under  consideration  there  is  little  to  be  said  of 
Canada.  In  Ontario  and  Quebec  there  are  laws  providing  ma- 
Xcbinery  for  conciliation  purposes:  the  machinery  is  but  little  used. 
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A  more  interesting  statute  is  that  of  Nova  Scotia,  dating  from  1890 
(amended  1900),  which,  applying  to  the  coal  mining  industry  only, 
forbids  a  strike  or  lockout  where  one  of  the  disputants  calls  for  a 
reference  of  the  dispute  to  arbitration  in  the  manner  provided; 
where  there  is  no  request  for  arbitration  there  is  no  restraint  on 
strike  or  lockout. 

South  Africa  needs  but  a  word.  In  1909  the  Transvaal  enacted 
a  law  adapted  from  the  Canadian  statute  of  1907,  and  this  measure 
is  understood  to  have  remained  effective  under  the  South  African 
Union. 

In  Australia  and  New  Zealand  the  situation  is  more  intricate. 
For  twenty  years  the  various  Australasian  States  have  shown  ex- 
traordinary activity  in  legislation  concerning  industrial  disputes. 
The  writer  of  an  Australian  letter  contributed  so  long  ago  as  April 
14,  1909,  to  the  Olago  Witness,  one  of  the  leading  journals  of  New 
Zealand,  remarks:  "The  Commonwealth  and  States  will  in  a  few 
years  be  overlain  with  a  web  of  industrial  legislation  and  judicial 
decisions  which  will  tax  the  brain  of  the  future  European  should 
he  endeavour  to  unravel  it."  The  period  subsequent  to  the  date 
of  this  comment  has  not  been  less  fruitful  than  earlier  years  in  in- 
dustrial legislation  in  Australia,  and  with  this  warning  before  us  it 
will  be  perhaps  wise  to  abstain  from  too  close  an  inquiry  into  the 
subject.  The  independent  and  original  character  of  much  of  this 
legislation  is  perhaps  reflected  in  the  view  which  finds  expression 
in  a  report  issued  in  July  last  by  the  Government  of  Victoria  on 
"Anti-Strike  Legislation": 

The  laws  in  parts  of  the  world  outside  Australia,  excepting  perhaps  Canada 
and  South  Africa,  are  of  little  use  as  a  guide,  from  the  fact  that  conditions  from 
military  and  other  points  of  view  are  so  different.  It  is  interesting  to  note  that 
no  two  laws  in  Australia,  nor,  indeed  (so  far  as  I  can  find),  in  the  world,  have 
quite  the  same  provisions  against  strikes  and  lockouts.  This  may  be  accounted 
for  in  part  by  the  different  conditions,  but  it  also  suggests  that  anti-strike  law 
has  not  yet  evolved;  that  it  is  in  its  eletnentary  stage;  and  that  each  country,  as  it 
set  about  choosing  its  method,  turned  down  every  system  already  in  existenoe 
and  proceeded  to  set  up  a  new  one  of  its  own. 

At  another  point  in  his  report  the  writer  credits  the  Canadian 
Act  of  1907  with  having  inspired  not  only  the  Transvaal  Act  of 
1909,  as  mentioned  above,  but  also  the  Queensland  Act  of  1912  and 
the  New  Zealand  Act  of  1913,  which,  in  what  are  perhaps  their  chief 
features,  approximate  to  the  Dominion  measure. 
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Of  the  abundant  industrial  legislation  of  Australasia  it  may  be 
said  generally  that  while  numerous  statutes  were  enacted  having 
as  their  chief  aim  the  elimination  of  strikes  and  lookouts,  and  in 
many  cases  (as  in  New'  South  Wales)  expressly  prohibiting  them, 
under  severe  penalties,  the  strike  has  by  no  means  disappeared. 
The  Statistician  of  the  Commonwealth  of  Australia  places  the  num- 
ber'of  strikes  and  lockouts  for  Australia  for  1914  at  334,  involving 
time  losses  of  942,000  working  days,  as  against  44  disputes  only, 
in  the  same  year,  for  Canada,  with  its  much  larger  population,  the 
Canadian  disputes  entailing  time  losses  of  430,000  days.  The  com- 
parison is  yet  more  favourable  to  Canada  if  it  is  confined  to  the 
State  of  New  South  Wales,  where  alone,  in  1914,  the  strikes  num- 
bered 235,  with  time  losses  of  727,726  days. 

Just  why  the  dominions  and  states  of  the  South  Seas  should 
have  shown  so  much  greater  activity  in  this  field  of  legislation  than 
has  been  manifested  by  the  Dominion  and  provinces  of  Canada 
must  remain  a  matter  of  interesting  conjecture,  but  if  the  number 
of  strikes  and  lockouts  is  a  criterion  of  industrial  unrest,  then  the 
figures  quoted  do  not  suggest  that  the  comparative  inactivity  of 
Canada  has  brought  a  severe  penalty. 

The  Canadian  statute  of  1907  is  then  in  agreement  with  the 
laws  of  several  countries  in  two  important  respects:  (1)  in  being 
applicable  to  industries  connected  with  public  utilities;  (2)  in  de- 
claring that  strikes  and  lockouts  may  not  occur  legally  in  these  in- 
dustries until  after  efforts  at  adjustment  through  official  machinery 
have  been  made.  In  some  countries,  however,  the  prohibition 
goes  beyond  that  of  the  Dominion  law  and  is  unconditional.  The 
Dominion  statute  is  exceptional  in  being  applicable  to  the  mining 
industry. 

It  was  in  1906  that  a  prolonged  strike  in  the  Gait  coal  mines  of 
Lethbridge,  Alberta,  brought  about  a  severe  shortage  of  fuel  in 
southern  Alberta  and  southern  Saskatchewan.  The  Prime  Minis- 
ter of  Saskatchewan,  the  province  in  which  perhaps  the  difficulties 
were]  most  acute, Jasked  the  aid  of  the  Dominion  government  and 
the  then  Deputy  Minister  of  Labour,  Mr.  W.  L.  Mackenzie  King, 
was  despatched  to  the  scene  of  the  dispute,  this  action  being  taken 
under  the  authority  of  the  Conciliation  and  Labour  Act.  The 
efforts  of  the  Deputy  Minister  and  the  increasing  evidence  of 
the  hardships  threatening  the  public  combined  to  bring  about  a 
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settlement  and  the  threatened  fuel  famine  was  prevented.  Official 
reports  of  the  period  show  that  the  incident  caused  special 
consideration  to  be  given  to  the  subject  of  industrial  disputes 
legislation  with  a  view  particularly  to  the  prevention  of  strikes  or 
lockouts  of  such  a  nature  as  to  jeopardize  the  public  safety.  The 
classes  of  industry  known  generally  as  "public  utilities"  are,  clearly, 
those  with  which  the  public  interests  are  most  intimately  identified. 
The  term  "public  utilities"  is  somewhat  loose  and  its  interpreta- 
tion varies  in  different  countries.  In  New  Zealand,  for  instance, 
bakers  and  slaughtermen  (butchers)  fall  within  the  category,  and 
from  the  point  of  view  of  the  prairie  provinces  in  1907  there  was 
much  to  be  said  for  regarding  the  coal  mining  industry  as  a  public 
utility.  The  interpretation  clause  of  the  Canadian  act  is  of  some 
assistance.  The  clause  declares  that  "employer"  means  "any 
person,  company  or  corporation  employing  ten  or  more  persons  and 
owning  or  operating  any  mining  property,  agency  of  transportation 
or  communication,  or  public  service  utility,  including,  except  as 
hereinafter  provided,  railways,  whether  operated  by  steam,  elec- 
tricity or  other  motive  power,  steamships,  telegraph  and  telephone 
lines,  gas,  electric  light,  water  and  power  works."  It  was  of  course 
inevitable  that  coal  mines  also  were  brought  in.  The  statute  pro- 
hibits under  penalty  a  strike  or  lockout  in  any  of  the  industries  in- 
dicated until  after  the  dispute  which  is  in  question  shall  have  been 
before  the  Board  of  Conciliation  and  Investigation,  and  it  provides 
for  the  establishment  of  a  Board  of  Conciliation  and  Investigation 
on  the  application  of  either  party  to  a  dispute.  The  composition  of 
a  board  was  explained  above. 

The  act  gives  the  board  the  requisite  powers  for  taking  evidence, 
etc.  Proceedings  are  public  or  private  as  may  seem  expedient  to 
the  board.  The  department  pays  fees  and  traveling  expenses  of 
board  members,  witnesses,  etc.,  and  for  necessary  clerical  work.  If 
the  board  by  conciliatory  effort  brings  the  disputants  together  and 
a  working  agreement  results,  the  dispute  manifestly  is  ended.  If 
this  is  impossible  the  board  is  required  to  make  findings  and  rec- 
ommendations showing  how  in  its  view  a  settlement  should  be 
made.  Provision  is  made  for  a  minority  report.  All  reports  are 
made  public.  The  theory  of  the  act  is  that  the  board's  findings, 
being  based  on  what  is  presumed  to  have  been  a  fair  and  impartial 
investigation,  will  bring  an  informed  public  opinion  to  bear  on  the 
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matters  which  have  been  in  dispute,  and  that  either  of  the  dis- 
putants who  is  unreasonable  in  his  attitude  will  thus  be  induced  to 
yield  a  point  and  accept  the  recommendations  of  the  board  rather 
than  fly  in  the  face  of  a  public  opinion  which  might  be  expected  to 
sustain  the  view  of  the  board ;  acceptance  of  the  findings,  however, 
no  matter  how  urgent  the  apparent  advantage  or  necessity,  is  not 
legally  compulsory.  Once  the  board's  findings  are  made  public 
the  disputants,  unless  of  course  they  have  voluntarily  bound  them- 
selves before  the  board  by  agreement,  are  freed  from  the  restraining 
effect  of  the  statute  and  the  threatened  strike  or  lockout  may  pro- 
ceed. Penalties  are  named  for  those  taking  part  in  strikes  or  lock- 
outs contrary  to  the  terms  of  the  act,  also  for  persons  who  incite, 
encourage  or  aid  those  taking  part  in  such  strikes  or  lockouts. 
Clause  57  of  the  act  aims  also  at  preventing  changes  in  conditions 
with  respect  to  wages  or  hours  save  by  mutual  consent  or  until  the 
proposed  changes  have  been  before  a  board.  Procedure  under  the 
statute  is  on  simple  lines,  and  in  practice  the  effort  has  been  to  free 
the  tribunal  so  far  as  possible  from  the  formalism  of  courts  of  law. 
Section  4  provides  for  a  Registrar,  and  on  the  passage  of  the  act  the 
Deputy  Minister  of  Labour  became  by  Order-in-Council  Registrar 
of  Boards  of  Conciliation  and  Investigation.  On  the  constitution 
of  a  board  the  Registrar  forwards  to  the  chairman  the  necessary 
documents  and  instructions.  Certain  provisions  of  the  statute  are 
intended  to  guard  against  the  establishment  of  boards  for  trivial 
matters,  and  the  practice  and  experience  of  the  department  are 
naturally  of  assistance  to  this  end. 

The  statute  became  law  on  March  22,  1907.  It  has  been  once 
amended  (1909),  but  the  amendments  have  affected  only  some  de- 
tails of  procedure.  Statements  of  proceedings  under  the  act  show 
that  down  to  the  end  of  the  fiscal  year  1914-15  there  had  been  177 
V  disputes  in  which  applications  for  boards  of  conciliation  had  been 
received.  Boards  were  established  in  158  cases.  In  the  remaining 
19  cases  adjustments  of  the  disputes  were  effected,  usually  through 
the  agency  of  the  department,  without  the  aid  of  a  board,  though 
in  some  cases  not  until  after  the  procedure  for  a  board  was  under 
way.  The  total  number  of  employes  affected  by  the  177  disputes 
is  placed  at  231,426.'  The  railroading  and  coal  mining  industries 
have  figured  most  largely  before  boards  of  conciliation;  street  rail- 
way employes  and  longshoremen  have  also  called  for  many  enquiries. 


,y  Google 


Canadian  Legislation  Regarding  Industbial  Disputes    187 

In  a  great  majority  of  the  cases  thus  dealt  with  the  strike  or 
lockout  which  threatened  was  averted,  either  by  positive  settlement 
or  by  expressed  or  tacit  understanding.  During  the  eight  years 
ended  March  31,  1915,  there  were  19  disputes,  in  which  the  threat- 
ened strike  was  not  averted.  In  other  words,  in  about  11  per  cent 
of  177  disputes  brought  under  the  statute  no  sort  of  understanding 
could  be  arranged  between  the  disputants,  who  proceeded  accord- 
ingly, to  the  last  resort  of  all  disputants,  a  trial  of  strength,  which, 
the  requirements  of  the  law  having  been  met,  was  no  longer  illegal. 
There  are  few  lockouts  in  Canadian  industrial  life,  and  in  the  19 
disputes  which  could  not  be  adjusted  the  trial  of  strength  involved 
in  each  case  a  strike.  Enquiry  into  the  outcome  of  the  19  strikes 
in  question  shows  that  in  the  majority  of  cases  settlement  was 
ultimately  effected  closely,  if  not  wholly,  on  the  lines  recommended 
by  the  board. 

The  annual  appropriation  for  the  purposes  of  the  statute  is 
about  $25,000,  and  the  amount  has  generally  proved  sufficient  to 
meet  the  expenditures. 

A  phase  of  the  subject  which  should  not  be  overlooked  is  that 
the  machinery  of  the  Industrial  Disputes  Investigation  Ad  is  set  in 
motion  by  one  or  both  of  the  disputants,  or  it  remains  still.  A 
board  cannot  be  established  until  an  application  is  received  from  one 
of  the  disputing  parties,  but  the  non-establishment  of  a  board  does 
not  lessen  the  restraint  as  to  strikes  and  lockouts. 

Reference  has  been  made  to  the  strikes  occurring  in  disputes 
which  had  been  before  boards  and  had  not  been  adjusted.  There 
has  been  also,  in  industries  coming  under  the  act,  a  considerable 
number  of  strikes  in  disputes  which  have  not  gone  before  a  board  for 
V  investigation.  Work  ceased  in  these  cases  without  regard  to  the 
act.  Many  of  the  serious  coal  mining  strikes  in  Western  Canada 
during  recent  years  have  occurred  in  this  way. 

What,  it  may  be  asked,  becomes  of  the  penalties  prescribed  for 
these  apparent  infringements  of  the  statute?  The  reply  must  be 
that  such  cases  have  seldom  gone  to  the  courts.  It  has  not  been 
the  policy  of  the  successive  Ministers  under  whose  authority  the 
S  'statute  has  been  administered  to  undertake  the  enforcement  of  these 
provisions.  The  parties  concerned,  or  the  local  authorities,  have 
laid  information  occasionally,  and  there  have  been  in  all  eight  or  ten 
judicial  decisions.    The  mining  industry  has  been  the  chief  delin- 
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queut  in  the  matter  of  inf ringements,  and  there  have  been  occasional 
derelictions  on  the  part  of  the  lower  grades  of  transport  or  shipping 
labour;  in  the  higher  grades  of  railway  labour  the  act  has  been  well 
observed. 

The  usefulness  of  the  act  is  perhaps  better  determined,  in  any 
event,  less  by  the  negative  results  in  situations  where  the  parties 
have,  regardless  of  consequences,  stayed  deliberately  aloof  from  its 
influences  and  operation  than  by  the  positive  results  obtained  in 
situations  where  the  parties  concerned  have,  whether  cordially  or 
reluctantly,  brought  their  differences  within  the  scope  of  the  act. 
The  figures  printed  above  show  the  very  large  proportion,  89  per 
cent,  of  cases  where,  in  disputes  thus  dealt  with,  the  threatened 
strike  has  given  way  to  a  peaceable  arrangement. 

A  further  point  to  be  noted  is  that,  apart  from  the  direct  bearing 
of  the  act  on  disputes  in  industries  connected  with  mines  and  public 
utilities,  its  machinery  is,  by  sec.  63,  made  available  for  industrial 
disputes  of  any  kind,  the  consent  of  each  disputant  being,  however, 
necessary  where  the  dispute  lies  outside  the  stated  industries;  in 
such  cases  the  statute  becomes  purely  a  measure  of  conciliation,  as 
was  the  original  Dominion  statute  of  1900.  This  feature  of  the 
Industrial  Disputes  Act  has  80  far  been  less  active  than  had  been 
perhaps  hoped.  Of  the  177  disputes  brought  within  the  influence 
of  the  act  during  the  eight  years  ended  March  31,  1915,  ten  were 
of  what  may  be  termed  the  "outside"  classes,  and  in  each  case  an 
amicable  settlement  was  effected. 

It  will  be  manifest  to  those  who  examine  the  record  of  the  act 
that  much  responsibility  falls  on  the  chairman  of  Boards  of  Concil- 
iation and  Investigation,  who  must  of  necessity  be  frequently  the 
decisive  factor  in  the  efforts  made  at  adjustment.  In  approximately 
one-half  the  total  number  (158)  of  boards  which  have  been  estab- 
lished the  chairman  has  been  appointed  by  joint  agreement;  in  the 
remaining  cases  the  appointment  of  the  chairman  has  been  made  by 
the  Minister.  The  small  proportion  of  disputes  going  to  boards  in 
which  the  threatened  strike  was  not  averted  (19  out  of  158)  would 
suggest  that  the  chairmen,  whether  appointed  by  joint  agreement 
or  otherwise,  have  as  a  rule  possessed  the  tact,  skill  and  breadth  of 
mind  necessary  for  the  difficult  work  of  adjusting  an  industrial 
dispute. 

There  are  three  respects  in  which  it  is  possible  to  look  forward 
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to  a  widening  sphere  of  usefulness  for  the  act,  as  the  sound  reason 
of  the  principles  on  which  it  is  based  and  the  simplicity  of  procedure 
associated  with  it  come  to  be  more  completely  recognized  by  those 
affected  and  by  the  public  at  large,  via.:  (1)  the  disappearance  of 
unlawful  strikes  and  lockouts;  (2)  an  increasing  disposition  on  the 
part  of  those  concerned  in  disputes  brought  before  a  board  to  accept 
the  findings  of  the  board;  (3)  more  frequent  application  of  the 
machinery  of  the  act  to  the  settlement  of  disputes  in  "outside" 
industries.  If  the  effectiveness  of  the  two  statutes  under  consider- 
ation can,  in  these  important  respects,  be  increased,  Canada  would 
seem  to  have  come  nearest  among  the  nations  to  the  discovery  of 
that  legislative  alchemy  which  the  industrial  world  has  so  long 
sought,  and  the  reign  of  industrial  peace  would  be  at  hand.  But 
it  is  well  that  any  prediction  should  be  guarded.  The  factors  that 
make  for  and  against  industrial  peace,  as  with  peace  in  the  larger 
world  of  nations,  are  many  and  varied.  Human  motive  is  seldom 
based  on  reason  alone.  There  are  those  who  will  not  be  content 
with  what  an  Ontario  politician  once  described  as  "cold  justice," 
not  at  least  while  there  appears  a  chance  of  "  better  terms, "  whether 
by  an  adroit  manoeuvre  or,  sometimes,  by  rougher  methods. 
Moreover  the  ancient  problems,  "What  is  justice?"  "What  is 
truth?"  remain  substantially  unsolved  and  attempts  at  solution 
bring  their  clashes. 
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THE  ATTITUDE  OP  ORGANIZED  LABOR  TOWARD 

THE  CANADIAN  INDUSTRIAL  DISPUTES 

INVESTIGATION  ACT 

By  A.  B.  Gabebtson, 

President,  Order  of  Railway  Conductors  of  America. 

To  intelligently  consider  whether  or  not  the  Canadian  Indus- 
trial Disputes  Investigation  Act  can  be  successfully  transplanted 
into  the  American  labor  field  it  is  necessary  to  take  into  considera- 
tion its  origin,  the  road  which  it  has  traveled  and  the  result  where 
used. 

The  act  had  its  origin  hi  the  Australasian  region,  where  every 
influence  that  entered  into  its  acceptance  and  application  was 
strongly  pro  labor,  where  labor  government  controlled,  where  the 
courts  were  strongly  sympathetic,  and  where  every  agency  enter- 
ing into  its  exercise  operated  to  bring  out  the  equities  of  the  act. 
Transplanted  into  a  somewhat  different  form  of  governmental 
machinery,  it  did  not  develop  the  elements  of  value  which  charac- 
terised its  usee  in  the  region  where  it  had  its  birth,  and  instead  of 
mitigating  the  evils  which  it  was  designed  to  remedy,  it  only  suc- 
.  ceeded  in  breeding  an  almost  universal  distrust  of,  and  contempt  for, 
legal  machinery  designed  to  settle  troubles  that  should  be  settled 
between  the  parties  thereto. 

Any  condition  which  breeds  in  the  minds  of  large  bodies  of 
men  contempt  for  law  is,  in  itself,  the  very  essence  of  all  that  is 
pernicious  and  no  one  thing  is  more  subversive  of  good  government 
than  the  enactment  of  laws  which  produce  this  result.  Since  the 
enactment  of  this  law  in  Canada,  had  legal  action  been  taken  against 
every  violator  of  its  provisions,  it  would  be  shown  that  it  has  been 
an  active  element  in  creating  an  army  of  law-breakers,  and  when 
men  violate  a  law  with  knowledge  and  impunity,  that  of  itself  begets 
a  condition  which  operates  strongly  against  respect  for  law. 

It  has  been  demonstrated  time  and  again  (and  out  of  this  dem- 
onstration grows  the  attitude  of  the  laborers  toward  the  act)  that 
the  compulsory  period  provided  for  investigation,  during  which 
men  must  remain  at  work,  is  almost  invariably  utilised  by  the  em- 
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ployer,  regardless  of  the  spirit  or  letter  of  the  act,  to  reinforce  hira- 
aelf  against  the  efforts  of  his  men  to  better  their  condition  and,  at 
the  end  of  the  period,  he  coolly  repudiates  the  finding  of  the  commis- 
sion, whatever  it  may  be,  and  proceeds  to  operate  his  plant,  regard- 
less of  the  cessation  of  labor  on  the  part  of  his  men,  whom  he  has 
used  the  time  to  replace,  thereby  demonstrating  to  men  in  general 
that  the  machinery  of  the  law  is  to  be  utilized  as  a  weapon  to  defeat 
the  contentions  of  the  men  who  labor,  regardless  of  how  just  may 
be  the  claim  which  they  put  forward  on  their  own  behalf. 

Industrial  unrest,  in  all  its  phases,  is  augmented  and  added  to 
every  time  that  a  man  who  in  any  degree  possesses  it  has  his  beliefs 
strengthened  that  governmental  agencies  are  not  only  created  but 
administered  as  an  aid  to  the  man  who  employs  him;  that  laws 
first  are  enacted  for  the  benefit  of  the  employer,  and  second,  that 
they  are  administered  by  courts  and  tribunals,  supported  by,  and 
prejudiced  in  favor  of,  the  employing  class;  third,  that  govern- 
mental and  municipal  forces,  city,  county  and  state,  also  spring 
from,  are  affiliated  with,  supported  and  influenced  by,  that  same 
class,  and  that  every  form  of  military  agency,  from  city  police  and 
township  constable  to  state  militia  and  regular  soldiers,  is  utilized, 
not  as  an  impartial  or  neutral  agency  to  maintain  peace  but  as  an 
economic  weapon  to  be  availed  of  solely  by  one  interest  and  at  the 
expense  of  the  other. 

Therefore,  in  the  minds  of  the  Canadian  laboring  men,  the 
Industrial  Disputes  Act  has  been  classed,  from  their  experience 
therewith,  among  these  agencies  and  the  temper  of  Canadian  labor- 
ing men  thereto  is  shown  by  the  fact  that  the  Dominion  Trade  and 
Labor  Congress,  assembled  last  month,  almost  unanimously  de- 
nounced the  act  as  absolutely  undesirable  and  demanded  its  repeal. 

The  railway  brotherhoods  are  almost  the  only  large  class  of 
employes  who,  in  the  Dominion,  have  scrupulously  conformed  to 
-V  the  provisions  of  this  act  .and  they  have  done  this  at  an  immense 
disadvantage  to  themselves. 

To  illustrate  what  the  working  of  this  act  would  have  been 
had  it  been  effective  on  this  side  of  the  line  in  the  late  controversy 
between  the  railways  and  their  employes  over  the  eight-hour  ques- 
tion: In  1910  the  Order  of  Railway  Conductors  and  the  Brother- 
hood of  Railroad  Trainmen  had  under  way  a  wage  'movement 
covering  what  is  known  as  Eastern  Association  Territory,  this  com- 
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prising  all  the  railways  of  the  continent  east  of  Chicago,  Duluth 
and  the  Mississippi  River  and  north  of  the  Ohio,  a  total  of  some 
eighty  railroads,  three  of  which  are  Canadian.  The  railways  re- 
fused to  deal  collectively  for  the  territory  and  negotiations  opened 
on  the  Baltimore  and  Ohio  Railway  about  January  10.  Two  days 
after  that  time  negotiations  opened  on  the  three  Canadian  rail- 
ways involved,  two  Canadian  vice-presidents  of  the  organizations 
being  in  charge  of  those  negotiations.  The  last  settlement  of  the 
seventy  odd  railways  on  the  American  side  of  the  line  was  con- 
cluded on  July  19,  the  settlement  being  agreed  upon  on  that  date. 
At  six  P.  M.  that  same  date  the  men  on  one  of  the  Canadian  lines 
went  on  strike  on  account  of  the  delays  interposed  by  the  manage- 
ments and  made  possible  under  the  Industrial  Disputes  Act  in  effect 
on  that  side.  If  the  seventy  odd  roads  in  American  territory  had 
been  subject  to  the  provisions  of  a  like  act  it  would  have  called  for 
the  creation  of  over  seventy  investigating  boards  and  unfinished 
business  on  the  Judgment  Day  would  have  been  the  natural  re- 
sult. In  the  late  movement  for  the  eight-hour  day  this  would  have 
been  multiplied  by  the  additional  number  of  roads  involved  and 
\  ten  years  would  not  have  been  sufficient  to  have  disposed  of  the 
hundred  odd  railways  involved  in  the  eight-hour  movement. 

The  writer  is  not  dealing  with  this  question  from  hearsay  but 
from  actual  experience  therewith  and  as  an  outgrowth  of  that  expe- 
rience is  strongly  of  the  belief  that  no  weapon  as  potent  as  this 
Industrial  Disputes  Act  has  been  devised  for  defeating  the  legiti- 
mate effort  of  laboring  men  to  better  their  condition.  It  is  signifi- 
cant that  in  its  place  of  origin,  New  Zealand,  it  has  recently  been 
repudiated  by  large  bodies  of  working  men,  who  proceeded  to  take 
action  regardless  of  the  provisions  thereof  because  it  has  been 
demonstrated  to  them  that  it  contains  elements  greatly  to  their 
detriment. 

The  real  difficulty  in  the  solution  of  these  questions  lies  in  the 
fact  that  nearly  every  remedy  that  is  offered  deals  only  with  the 
effect  of  conditions.  In  the  treatment  of  industrial  strife  it  would 
be  well  to  follow  the  general  trend  of  medical  schools  for  the  past 
century.  Formerly  the  mission  of  the  doctor  was  only  to  cure. 
In  later  years  greater  effort  is  given  to  the  prevention  of  ills,  and 
until  this  course  is  pursued  and  the  cause  of  industrial  unrest  is 
removed  it  will  be  found  that  the  effort  to  abolish  the  disease  is 
without  result. 
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THE  TREND  OF  VOLUNTARY  CONCILIATION  AND 
ARBITRATION  IN  LABOR  DISPUTES 

By  Gkohgk  M.  Jambs,  Ph.D., 
University  of  Washington,  Seattle. 

It  is  a  popular  fallacy  that  trade  unions  foment  strikes  and  that 
striking  is  their  reason  for  being.  To  this  the  trade  unionist  says : 
"Young  and  weak  unions  have  many  strikes;  old  and  strong  ones 
have  few.  If  unions  were  mere  striking  machines,  the  opposite 
would  be  true."  The  importance  of  moderation  is  insisted  upon 
by  most  labor  leaders.  Collective  bargaining  is  the  ultimate  goal 
of  nearly  all  trade  unions,  and  to  reach  it  not  only  organisation  but 
*  discipline  is  needed.  Strikes  are  dangerous  to  the  organization  and 
costly.  Hard  experience  has  taught  trade  union  officials  that 
something  more  than  enthusiasm  is  necessary  to  win  a  strike;  and, 
while  it  may  be  true  occasionally  that  a  union  thrives  on  opposition, 
a  strike  is  not  to  be  considered  an  end  in  itself.  If  the  strike  is  lost, 
the  better  wages  and  conditions  obtained  by  previous  effort  may 
be  lost  also.  Experienced  union  officials,  therefore,  count  the  coat 
before  entering  on  a  struggle  with  the  employer.  The  "get-rich- 
quick  strike  methpd,"  as  it  is  called,  is  termed  a  failure.  Paradox- 
ical as  it  may  seem,  young  and  inexperienced  unions  often  disinte- 
grate after  a  strike  is  won,  because  it  is  easier  to  rely  on  promises 
than  to  continue  the  union  and  pay  dues.  But  the  retention  of 
higher  wages  and  better  working  conditions  is  usually  contingent 
on  the  continuance  of  the  union.  The  trade-union  leader  must 
not  merely  estimate  the  chances  of  success,  but  must  also  consider 
whether  the  ground  won  can  be  held.  The  law  of  the  survival  of 
the  fittest  has,  therefore,  brought  about  a  more  or  less  complete 
national  control  as  opposed  to  local  control  of  strikes  in  many  unions, 
while  in  all  there  is  unanimity  of  opinion  concerning  the  value  and 
need  of  organization  and  discipline.  The  domination  of  the  national 
union  over  the  local  union  usually  means  a  conservative  policy  in 
the  matter  of  strikes,  as  is  brought  out  more  fully  by  the  writer 
elsewhere.1 

*  Janes,  George  M,,  The  Control  of  Strike*  in  American  Trade  Union*,  Johns 
Hopkins  University  Studies,  Series  34,  No.  3. 
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Trade  unions,  however,  vary  in  their  composition  and,  like  all 
other  human  institutions,  have  emotional  and  reasonable,  radical  and 
conservative  men  in  their  membership.  Although  it  is  true  in  the 
long  run  that  age  and  closer  organisation  bring  about  a  conservative 
policy  in  the  matter  of  strikes,  the  fact  remains  that  trade  unions 
vary  from  one  another  to  a  greater  or  less  extent  in  point  of  view  and 
policies  pursued.  The  Industrial  Workers  of  the  World  and  the 
Western  Federation  of  Miners,  for  instance,  repudiate  any  form  of 
arbitration  or  trade  agreement  with  the  employer  and  rely  on  direct 
action  to  attain  their  ends.  The  fruits  of  this  policy  are  that  the 
former  organisation  is  distinguished  more  for  noise  than  for  the  real 
advancement  of  its  few  members,  while  the  Western  Federation  of 
Miners  is  now  on  the  rocks  of  disintegration.  The  Bridge  and 
Structural  Iron  Workers,  likewise,  have  relied  on  violence  and  the 
result  is  that  many  of  their  prominent  members  and  former  officials 
are  now  serving  prison  sentences.  Another  type  exists,  which  has 
been  termed  the  predatory  one,  whose  officials  use  their  position  for 
extorting  money  for  their  own  pockets  from  the  employera — espe- 
cially contractors — by  threatening  strikes  or  for  terminating  strikes. 
But  the  difference  between  trade  unions  is  in  reality  no  more  than 
that  which  exists  in  the  business  world  with  the  reliable  merchant 
at  one  end  and  the  "fence"  receiving  stolen  goods  at  the  other. 
The  great  mass  of  trade  union  members,  like  the  great  mass  of 
business  men,  are  trying  to  better  their  own  conditions  and  have 
the  same  average  ideas  of  ethics  and  justice  as  their  neighbors.  If 
this  were  not  true,  the  use  of  conciliation  and  arbitration  in  labor 
disputes  would  be  a  vain  dream. 

Quite  early  in  the  development  of  American  trade  unionism  it 
was  realized  by  bitter  experience  that  numerous  strikes  were  dis- 
astrous and  so  rules  were  gradually  adopted  aiming  at  restriction 
of  strikes  to  those  disputes  in  which  efforts  at  conciliation  or  offers 
of  arbitration  had  failed  to  bring  about  an  adjustment.  This  de- 
velopment is  especially  marked  in  those  unions  where  the  national 
union  is  dominant.  The  usual  order  of  procedure  in  such  unions  in 
bringing  about  a  strike  is  as  follows:  (1)  the  local  union  must  ex- 
haust all  means  of  bringing  about  an  adjustment  of  the  difficulty; 
(2)  the  local  union  may  then  pass  a  strike  vote  which  to  be  binding 
must  be  by  secret  ballot  by  a  two-thirds  or  three-fourths  vote  of  all 
members  present,  who  have  a  standing  of  two  or  theee  months  or 
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more;  (3)  the  local  union  after  this  has  been  done  must  secure  the 
approval  of  the  national  union,  which  generally  means  the  national 
executive  board,  for  the  action  takeu;  and  (4)  finally,  only  after 
exhaustive  efforts  on  the  part  of  the  national  officers  or  their  depu- 
ties to  bring  about  a  settlement,  can  a  strike  be  declared.  A  general 
vote  of  the  entire  membership,  or  that  of  the  district  affected,  is 
taken  before  acting  in  a  number  of  unions,  especially  the  railroad 
brotherhoods.  Even  those  unions  in  which  local  autonomy  is  the 
rule  provide  in  some  instances  for  arbitration  by  a  provision  in  their 
constitutions  that  efforts  for  arbitration  of  disputes  should  be  made 
before  striking.  The  point  of  the  procedure  thus  worked  out  is  that 
time  is  allowed  for  a  reasoned  consideration  of  the  dispute  and  for 
conciliation  or  arbitration  with  the  employer  instead  of  hasty,  emo- 
tional, and  ill-considered  action  at  once.  The  trend  in  this  direction 
seems  to  be  quite  general. 

The  sending  of  a  national  official  to  the  scene  of  any  trouble,  or 
the  "deputy  system"  as  it  is  called,  is  a  marked  development  of  the 
principle  of  voluntary  conciliation  and  arbitration.  The  function 
of  the  deputy  is  to  go  to  the  locality,  investigate  "  the  alleged  matter 
of  complaint,"  make  an  effort  to  adjust  the  matter,  if  possible,  and 
report  to  the  president  and  the  executive  board  of  the  national  union 
his  conclusions  and  recommendations  as  to  what  course  should  be 
pursued.  The  agent  or  deputy  is  a  representative  of  the  national 
union,  and  his  duties  can  be  laid  down  only  hrfa  general  way.  As 
one  trade  union  official  has  safd:  ** 

The  mam  on  the  ground  representing  the  international  union  should  use  his 
beet  judgment;  it  does  not  matter  whether  he  agrees  with  the  local  committee  or 
not.  If  capable  and  experienced  he  is  supposed  to  lead  and  not  to  follow.  It  is 
his  duty  to  stand  by  the  international  union  regardless  of  consequences,  to  protect 
the  funds  against  waste  and  extravagance,  and  to  maintain  its  reputation  for  a 
"square  deal"  with  union  manufacturers. 

The  deputy  must  be  received  by  the  local  union,  for  if  he  is  not 
permitted  to  perform  his  duties,  strike  benefits  may  be  withheld  by 
the  national  union  and  no  further  assistance  granted.  A  strike 
entered  into  by  a  local  union  after  refusing  the  offices  of  a  national 
deputy  would  be  illegal  and  would  subject  the  local  union  to  disci- 
pline such  as  a  fine  or  loss  of  charter  and  strike  benefits. 

In  all  the  unions  that  have  adopted  the  "deputy  system"  it  is 
regarded  as  important  that  the  deputy  should  be  on  the  ground 
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before  a  strike  is  begun.  It  is  required,  therefore,  that  the  members 
involved  continue  at  work  pending  investigation  and  until  a  final 
decision  has  been  reached.  The  rule  has  worked  well;  for  any  dis- 
pute can  be  more  easily  adjusted  before  an  actual  breach  has  oc- 
curred. President  Martin  Fox  of  the  Iron  Molders  has  observed 
that  this  rule  "has  strengthened  the  position  of  the  union  and 
proven  beneficial  in  all  cases. "  President  Menger  of  the  Operative 
Potters  in  an  interview  with  the  writer  said: 

If  an  international  officer  can  get  on  the  ground  before  a  grievance  has  as- 
sumed large  proportions  and  before  either  aide  hoe  committed  itself,  a  settlement 
can  be  more  readily  brought  about  than  if  the  affair  is  allowed  to  go  on. 

A  representative  coming  in  from  the  outside  is  frequently  able 
to  compose  differences  which  the  parties  themselves  cannot  settle. 
Those  who  are  involved  in  a  quarrel  are  not  the  best  qualified  to 
appraise  its  merits.  Investigation  by  a  party  not  previously  in- 
volved is  always  helpful.  The  deputy  acts  as  a  mediator  between 
the  local  union  and  the  employer,  and  is  often  able  to  eliminate  the 
local  prejudice  or  personal  feeling  between  the  two  parties.  It  is 
true  that  the  deputy  comes  as  a  friend  of  the  union;  but  he  takes 
into  account  other  considerations  than  the  success  of  the  local  union. 
As  a  representative  of  the  national  union,  he  must  consider  whether 
the  local  union  is  justified  in  its  demands,  and  whether  the  demands 
have  been  made  in  the  proper  spirit.  All  of  these  considerations 
make  him  a  mediating  element  more  or  less  independent  of  the  local 
union.  The  Cigar  Makers  report  that  one  of  their  deputies  met 
the  employer  seventeen  times  before  a  settlement  was  finally 
effected.    An  editorial  comment  says: 

The  union  will  grow  more  rapidly  in  the  future  than  it  has  in  the  put  as  soon 
aa  it  is  made  clear  that  we  as  an  organization  have  no  desire  to  take  an  employer 
by  the  throat  and  make  him  do  things  regardless  of  whether  competition,  location 
and  his  business  will  permit. 

The  deputy  usually  remains  on  the  ground  in  case  of  a  strike 
and  continues  his  efforts  for  an  adjustment  of  the  dispute,  or  he  may 
be  sent  directly  to  take  charge  of  a  strike.  A  good  deal  of  authority 
is  given  to  the  deputy  in  strike  matters.  His  decisions  are  binding 
in  some  unions  and  subject  to  approval  by  the  executive  board  or  by 
general  vote  in  others.  If  he  is  able  to  reach  an  agreement  with 
the  employer  he  can  terminate  a  strike  in  some  instances  even  if  the 
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local  union  objects.  The  deputy  system,  or  some  form  of  it,  is  now 
found  in  a  large  number  of  national  unions.  The  tendency  of  the 
Local  unions  ie  to  turn  more  and  more  to  the  national  officers  in  case 
of  grievance,  lockout,  or  strike;  the  work  of  the  deputy  has  thus 
increased  in  quite  a  large  measure  and  has  resulted  in  the  peaceful 
settlement  of  many  disputes. 

A  word  of  caution  is  in  order  here:  national  unions  vary  in  or- 
ganisation, discipline  and  financial  resources  and  no  general  state- 
ment holds  true  of  all  of  them.  Some  national  unions,  for  instance, 
do  not  pay  strike  benefits  and  their  Local  unions  have  complete 
autonomy  in  the  matter  of  strikes.  Even  in  these  unions  the 
advice  of  the  national  officers  is  often  sought  if  not  always  followed. 
An  indication  of  the  trend  of  development  is  seen  in  the  Hod  Car- 
riers' and  Building  Laborers'  Union,  which  pays  no  strike  benefits 
but  which  sends  its  president  or  a  special  organizer  to  direct  strikes. 
Other  national  unions  give  their  local  unions  the  right  to  strike  on 
their  own  initiative  when  only  a/ small  number  of  men  is  involved, 
or  when,  as  in  some  unions  in  the  building  trades,  the  strike  con- 
cerns a  particular  building  or  job,  or  when  no  financial  assistance 
is  expected.  But  even  in  these  cases  just  cited,  a  national  deputy 
is  often  sent  by  a  number  of  national  unions  if  a  general  strike  is 
threatened.  The  source  of  control  is  in  the  power  of  the  purse,  the 
granting  of  strike  benefits  by  the  national  union,  and  while  it  is 
true  that  a  refractory  local  union  occasionally  defies  national 
authority  such  action  is  coming  to  be  an  exception  to  the  usual  rule. 
"One  'Get  Away'  with  holding  up  the  parent  body,"  to  quote  the 
expressive  words  of  one  union  official,  "does  not  mean  that  it  can 
be  done  whenever  the  whim  seizes  a  union  or  a  number  of  unions." 
A  radical  membership,  likewise,  adds  to  the  difficulties  of  control. 
The  secretary  of  the  Ladies'  Garment  Workers'  Union,  for  instance, 
reports  that  in  addition  to  ordinary -difficulties  "our  immigrant 
members  have  their  heads  full  of  revolutionary  stuff,  which  they 
read  in  the  Jewish  radical  press,  written  by  men  who  have  little 
sympathy  with  our  movement,  understand  it  less,  and  to  whom 
unions  and  strikes  are  only  useful  as  a  means  of  carrying  on  the 
'class  war.'  To  these  the  idea  of  adjusting  labor  disputes  without 
constantly  resorting  to  strikes  is  gall  and  wormwood."  Another 
group  of  national  unions  includes  the  older  and  more  highly  organ* 
ized  unions  which  pay  strike  benefits  and  emphasize  the  necessity 
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of  discipline.  In  this  group  the  deputy  system  has  already  brought 
about  good  results  and  it  bids  fair  to  be  more  effective  in  other 
national  unions  as  time  goes  on. 

The  trend  of  voluntary  conciliation  and  arbitration  is  seen  in 
the  procedure  necessary  before  a  strike  can  be  called  and  in  the  de- 
velopment of  the  deputy  system,  but  is  more  clearly  indicated  in  the 
increasing  use  of  trade  agreements.  The  interesting  point  in  this 
development  is  that  there  is  no  stoppage  of  work  or  strike  pending 
investigation  and  settlement  of  any  dispute.  These  agreements 
fall  into  two  classes :  the  first  where  the  agreement  is  directly  between 
an  employer's  association  and  a  nations!  union,  and  the  second 
where  it  is  between  a  local  union  and  a  local  employer.  The  Iron 
Molders,  for  instance,  have  had  agreements  with  the  Stove  Found- 
ers' National  Defense  Association  since  1891.  Annual  conferences 
with  the  manufacturers  were  begun  by  the  Flint  Glass  Workers  as 
the  outcome  of  a  strike  settlement  in  1888,  but  the  method  was  not 
made  a  constitutional  rule  until  1891.  The  method  of  agreement 
of  this  last  union  was  followed  later  by  the  Amalgamated  Glass 
Workers,  the  Glass  Bottle  Blowers,  and  the  Window  Glass  Cutters 
and  Flatteners.  The  Operative  Potters,  after  a  disastrous  strike 
in  1894,  at  their  convention  of  the  same  year,  first  discussed  the 
making  of  an  agreement  with  the  manufacturers,  and  after  several 
years  of  discussion  an  agreement  was  entered  into,  to  go  into  effect 
in  1900.  This  agreement  has  been  renewed  annually  since  then  and 
no  general  strike  has  ensued.  Since  1900  the  Bricklayers'  and 
Masons'  Union  has  entered  into  agreements  with  contractors  in 
various  parts  of  the  country  providing  that  all  differences  that  may 
arise  be  sent  to  headquarters  for  adjustment.  Pending  same,  no 
strike  can  be  entered  upon  by  the  members.  Since  1901  there  have 
been  agreements  between  the  American  Newspaper  Publishers' 
Association  and  the  International  Typographical  Union,  and  later 
the  Stereotypers',  the  Printing  Pressmen,  and  the  Photo  Engravers' 
unions  were  included.  The  Coopers'  International  Union  in  1905, 
the  Granite  Cutters'  Union  in  1907,  and  the  National  Association 
of  Machine  Printers  and  Color  Mixers  in  1909  entered  into  agree- 
ments with  national  employers'  associations.  A  larger  part  of  the 
membership  of  the  United  Mine  Workers  is  now  working  under 
district  agreements.  The  International  Longshoremen's  Associa- 
tion has  also  since  1900  entered  into  various  agreements.    The 
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various  railroad  brotherhoods,  such  as  the  Locomotive  Engineers, 
the  Locomotive  Firemen  and  Enginemen,  the  Railroad  Conductors, 
the  Railroad  Trainmen,  and  the  Railroad  Telegraphers,  beginning 
with  the  Locomotive  Engineers  in  1874,  have  made  agreements  with 
the  railroads  governing  wages  and  working  conditions;  in  case  their 
local  and  general  committees  and  national  representatives  fail  to 
bring  about  an  adjustment  of  difficulties  recourse  is  usually  had  to 
the  mediators  designated  in  the  Erdman  (now  the  Newlanda)  Act. 
In  case  the  mediation  proceedings  are  ineffective,  the  dispute  may 
go  to  arbitration.  Leaving  aside  the  railroad  brotherhoods  the 
interesting  part  of  these  agreements  is  the  method  provided  for  the 
settlement  of  disputes.  The  agreement  between  the  Dredge  Owners' 
Protective  Association  of  the  Great  Lakes  and  the  International 
Brotherhood  of  Steam  Shovel  and  Dredgemen  provides  for  the 
settlement  of  disputes  in  the  following  -way : 

In  the  event  of  a  controversy  arising  between  the  parties  hereto,  or  in  the 
event  of  the  men  having  a  grievance,  they  shall  continue  to  work  and  all  such  con- 
troversies and  grievances  will  be  settled  if  possible  by  the  representative  of  the 
employer  and  the  representative  of  the  men.  If  such  controversy  or  grievance 
cannot  be  settled  by  them,  then  it  shall  be  arbitrated  by  choosing  a  third  dis- 
interested man  upon  whom  the  representative  of  the  men  and  the  representative 
of  the  employer  may  agree;  if  the  representative  of  the  men  and  the  representative 
of  the  employer  cannot  agree,  then  the  matter  shall  be  submitted  to  the  repre- 
sentative of  the  general  organisation  of  which  he  is  a  member,  and  the  general 
manager,  or  his  representative  of  the  Dredge  Owners'  Protective  Association  of 
the  Great  Lakes,  and  if  they  cannot  agree,  then  they  shall  choose  a  third  disin- 
terested party,  and  the  said  three  shall  constitute  a  Board  of  Arbitration  and  the 
decision  of  the  majority  thereof  shall  be  final  and  binding,  and  all  parties  hereto 
shall  abide  thereby.  It  is  expressly  understood  and  agreed  that  said  Arbitration 
Board  shall  meet  within  ten  (10)  days  after  the  occurrence  of  the  difference  re- 
quiring arbitration  has  been  submitted  to  them. 

The  arbitration  agreement  between  the  American  Newspaper 
Publishers'  Association  and  the  International  Typographical  Union 
provides  much  the  same  method  as  the  above.  Local  conciliation 
and  arbitration  are  provided  for  and  in  case  the  local  attempt  fails 
or  is  not  satisfactory  an  appeal  may  be  made  to  National  Board  of 
Arbitration  which  consists  of  the  three  members  of  the  executive 
council  of  the  International  Typographical  Union  and  the  three 
members  of  the  special  standing  committee  of  the  American  News- 
paper Publishers'  Association,  or  their  proxies.  The  finding  of  the 
majority  of  the  national  board  is  final  and  must  be  accepted  as  such 
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by  the  parties  to  the  dispute  under  consideration.  No  aid  or  sup- 
port is  given  to  the  firm,  employer,  or  local  union  refusing  to  abide 
by  the  decision. 

Local  agreements,  or  collective  bargaining,  without  an  arbi- 
tration clause,  are  and  have  been  numerous.  The  interesting  de- 
velopment is  the  increasing  insistence  that  all  local  agreements 
shall  contain  provisions  for  arbitration.  The  bricklayers  have 
been  foremost  in  this  policy.  The  New  York  agreement  with  the 
Mason  Builders'  Association  came  into  existence  in  1885  and  con- 
tains a  provision  for  arbitration.  The  same  policy  is  found  in  the 
numerous  local  agreements  entered  into  by  the  various  unions  con- 
nected with  the  building  trades  with  builders'  associations  in  leading 
cities.  The  Bakery  and  Confectionary  Workers,  the  Barbers,  the 
Boot  and  Shoe  Workers,  the  Brewery  Workers,  the  Glove  Workers, 
the  Granite  Cutters,  the  Horseshoers,  the  Machinists,  the  Pavers, 
the  Steam  Engineers,  the  Steam  .Fitters,  the  Tile  Layers,  and  the 
Tobacco  Workers,  are  some  of  the  national  unions  which  require 
their  local  unions  to  have  an  arbitration  clause  in  their  agreements. 
A  typical  arbitration  clause  of  a  local  union  of  the  Bakery  and  Con- 
fectionary Workers  in  Washington,  D.  C,  is  as  follows: 

AH  differences  between  Union  No.  118  and  the  Washington  Merchant  Bakers' 
Association  (or  individual'  firm  involved)  that  cannot  be  settled  through  the 
Business  Agent  of  Union  No.  118  shall  be  referred*  nrBt'  *°  three  committees,  one 
each  from  Union  No.  118,  the  Grievance  Committee  from  the  Central  Labor  Union 
and  one  from  the  Washington  Merchant  Bakers'  Association  (or  the  firm  involved). 
If  these  three  committees  cannot  adjust  the  difficulty  then  arbitration  shall  be 
accepted  as  follows:  Two  disinterested  parties  are  to  be  selected  by  the  Washing- 
ton Merchant  Bakers'  Association  (or  the  firm  involved),  one  member  of  the 
Grievance  Committee  of  the  Central  Labor  Union,  and  one  disinterested  person 
to  be  selected  by  Bakers'  Union  No.  118,  these  four  selected  to  endeavor  to  adjust 
the  matter  in  dispute,  but  in  the  event  of  failure  to  agree  the  four  to  select  a  fifth 
member  of  the  committee  on  arbitration,  and  the  decision  of  this  committee  to  be 
final  and  to  be  accepted  by  all  parties  involved  in  the  question. 

These  local  agreements  must  usually  be  endorsed  by  the  na- 
tional union  in  order  that  as  uniform  a  policy  as  possible  be  carried 
out.  There  seems  to  be  a  growing  tendency  according  to  statistics 
compiled  by  the  New  York  State  Department  of  Labor  to  insert 
arbitration  clauses  in  local  agreements. 

Compulsory  arbitration  and  even  voluntary  arbitration  when 
it  involves  the,  calling  in  of  only  an  outside  party  to  adjust  a  diffi- 
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culty  is  bitterly  opposed  by  some  trade-union  officials.  It  is  re- 
garded as  a  broken  reed  to  lean  upon  because  the  causes  of  strikes 
are  according  to  these  officials  new  desires  and  new  demands  which 
the  rules  of  the  past  cannot  satisfy.  The  question  of  wages  and 
fewer  hours  is  based  on  the  problem  whether  or  no  the  condition  of 
the  given  business  will  justify  the  paying  of  higher  wages  or  a  reduc- 
\"  tion  in  the  number  of  hours  of  work,  and  an  outsider  in  the  nature 
of  things  is  said  to  know  nothing  about  the  relative  merits  of  the 
case.  Arbitration  according  to  this  view  is  regarded  as  the  strong- 
est weapon  of  the  employer  and  the  reason  given  in  support  of  this 
theory  is  that  such  an  arbitrator  would  be  guided  solely  by  the  ar- 
guments of  the  employer  concerning  ms  ability  to  grant  the  demands. 
Labor  organisations  are  advised  to  make  sure  that  their  demands 
are  just  and  then  to  fight  until  they  win  them.  Some  unions  rule 
out  of  the  realm  of  arbitration  any  proposition  to  lengthen  the 
hours  of  labor,  and  of  course  all  stand  firmly  for  the  right  to  organ- 
ize. The  eight-hour  day  in  the  crafts  where  it  exists  was  brought 
about  by  strikes,  say  trade-unionists,  with  the  further  statement 
that  it  could  not  have  been  obtained  by  arbitration.  Another 
objection  is  that  arbitration  leads  only  to  compromise  and  thus  at 
times  to  no  definite  conclusions;  but  the  answer  to  this  is  that  all 
political  and  social  progress  of  a  permanent  kind  is  based  on  com- 
promise; a  step  at  a  time. 

The  complaint  has  been  made  that  in  recent  years  the  strike 
has  been  commercialized  and  is  now  based  more  on  the  principle  of 
expediency  than  on  the  principle  of  justice.  The  complaint  con-' 
tains  some  element  of  truth,  but  it  is  nearer  the  truth  to  say  that 
the  strike  by  means  of  trade-union  organization  and  experience  has 
been  transferred  from  the  realm  of  emotion  to  the  realm  of  reason. 
Organization  generally  means  fewer  and  not  more  strikes,  concilia 
tion  and  arbitration  being  used  in  the  settlement  of  many  disputes. 

Strike  statistics  for  the  United  States  are  available  only  until 
1905.  They  show  that  there  has  been  an  increase  since  1881  in  the 
absolute  number  of  strikes,  but  a  slower  increase,  or  even  a  decrease, 
in  their  number  relatively  to  the  growth  of  industry.  The  develop- 
ment seems  to  be  in  the  direction  of  an  occasional  large  strike  as 
over  against  many  small  ones.  A  number  of  national  officials  say 
that  so  far  as  their  organizations  are  concerned  the  adoption  of  a 
policy  of  conciliation  and  arbitration  has  reduced  the  number  of 
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strikes.  A  report  of  the  growth  of  the  Boot  and  Shoe  Workers' 
Union  says  that  the  adoption  of  arbitration  "marked  the  passing  of 
the  strike"  in  that  organization.  The  Amalgamated  Association 
of  Street  and  Electric  Employes,  which  has  for  its  motto,  "We  are 
always  ready  to  arbitrate  our  disputes,"  also  reports  a  diminishing 
number  of  strikes  on  account  of  the  adoption  of  arbitration.  Too 
much  cannot  be  made  of  a  few  cases,  but  there  seems  to  be  a  con- 
sensus of  opinion  among  both  trade  unionists  and  employers  that 
the  reasonable  method  of  voluntary  conciliation  and  arbitration 
has  been  very  effective  in  settling  disputes  and  in  reducing  the 
number  of  strikes. 

Many  of  the  sensible,  intelligent  and  fair  dealing  trade  unions 
are  adopting  the  principle  of  voluntary  conciliation  and  arbitration. 
Strikes,  it  is  realized,  mean  industrial  war  and,  as  in  all  wars,  the 
strongest  side  and  not  necessarily  the  right  Bide  wins.  The  right  to 
strike  is  held  to  quite  tenaciously  but  the  tendency  seems  to  be  to 
substitute  reason  for  force.  But  as  it  takes  two  to  make  a  quarrel 
so  it  takes  two  to  make  an  agreement.  Between  the  arrogant, 
stubborn  employer  on  the  one  hand  and  the  unreasonable,  tur- 
bulent labor  leader  on  the  other  there  is  little  to  choose.  "  Nothing 
to  arbitrate"  means  that  there  is  no  necessity  for  arbitration,  and  is 
based  on  the  old  principle  that  they  should  take  who  have  the 
power,  and  they  should  keep  who  can.  As  a  sagacious  labor  leader 
observed  to  the  writer,  "nothing  to  arbitrate  means  drunk  with 
power-" 

Voluntary  conciliation  and  arbitration  is  not  a  panacea — the 
human  equation  is  still  there — but  it  furnishes  a  means  for  bringing 
the  employer  and  employes  together  and  also  a  method  for  settling 
disputes.  Mr.  H.  N.  Kellogg,  of  the  American  Newspaper  Pub- 
Ushers'  Association  after  reviewing  the  history  of  the  agreements 
with  the  unions  of  the  printing  trades,  declares  that  "arbitration 
is  the  most  sensible  and  the  best  method  for  settling  labor  disputes 
that  has  been  developed  up  to  this  time." 
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THE  REVISED  PROTOCOL  IN  THE  DRESS  AND  WAIST 
INDUSTRY 

By  Julius  Hbnby  Cohen, 

Author  of  Law  and  Order  in  Induttry  trad  The  Law: — Business  or  Profeexiont 

Events  in  the  garment  industries  of  New  York  take  place  with 
such  rapidity  and  are  so  kaleidoscopic  in  shape  that  it  is  hopeless 
for  one  not  himself  a  participant  to  keep  them  connectedly  in  mind. 
Yet  these  combinations  and  permutations,  if  analyzed,  have  very 
instructive  value,  and,  properly  interpreted  and  applied,  bring 
great  consequence  to  the  industries  of  our  country. 

There  is  a  very  clear  division  in  New  York  City  between  the 
men's  and  women's  clothing  industries.  As  to  the  men's  industry — 
so  far  as  this  city  is  concerned — a  very  substantial  part  of  the 
men's  clothing  industry  was,  up  to  a  short  while  ago,  working  under 
a  trade  agreement  between  the  American  Clothing  Manufacturers' 
Association  and  the  Amalgamated  Clothing  Workers'  Union,  with 
an  arbitral  tribunal  consisting  of  Charles  L.  Bernheimer,  Dr.  J.  L. 
Magnes  and  Dr.  Henry  Moskowitz,  as  a  committee  of  moderators. 
This  trade  agreement  was  recently  abrogated  by  the  employers 
because  of  the  failure  of  the  workers  to  observe  a  decision  of  the 
board  of  arbitration.  As  to  the  women's  industry — the  women's 
wear  industry,  on  the  workers'  side,  is  largely  represented  by  the 
International  Ladies'  Garment  Workers'  Union.  The  employers 
are  divided  into  various  groups.  The  manufacturers  of  cloaks, 
suits  and  skirts,  are  now  represented  by  one  association,  the  result 
of  a  consolidation  in  1915  of  what  had  been  theretofore  two  em- 
ployers' organizations;  the  manufacturers  of  dresses  and  waists 
are  represented  by  another  association,  the  manufacturers  of 
children's  dresses  by  a  third,  the  manufacturers  of  ladies'  under- 
garments by  a  fourth,  the  embroiderers  by  a  fifth,  and  the  house 
dress  and  kimono  manufacturers  by  a  sixth.  All  these  trades  are 
now  working  under  trade  agreements  with  the  union.  It  was 
in  the  cloak,  suit  and  skirt  industry,  covering  about  60,000  workers, 
that  the  protocol  plan  was  first  devised  and  kept  in  operation  for 
a  period,  roundly,  of  about  five  years  and  a  half.  It  will  be  recalled 
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that  the  protocol  was  terminated  in  1915,  subsequently  revived 
by  the  action  of  the  Mayor's  council  of  conciliation,  consisting  of 
Dr.  Felix  Adler,  Chairman,  Louis  D.  Brandeis,  Henry  Bruere, 
George  W.  Kirchwey,  Charles  L.  Bernheimer  and  Walter  C.  Noyee, 
and  again  terminated  in  1910  by  the  union  upon  the  charge  that 
the  manufacturers  had  refused  to  follow  a  decision  made  by  the 
Mayor's  council  of  conciliation.  The  lockout  and  the  strike  that 
followed  are  current  newspaper  reading.  I  have  endeavored,  in 
Late  and  Order  in  Industry,  to  give  an  impartial  review  of  these 
experiences  up  to  the  time  I  ceased  to  act  for  the  employers  (August, 
1915). 

In  the  dress  and  waist  industry  recent  developments  bear 
materially  upon  the  general  movement  for  progress  in  industry. 
Some  of  these  developments  I  believe  warrant  immediate  considera- 
tion on  the  part  of  those  who  would  seek  to  secure  fairness  and 
equity  in  industry  through  processes  of  law  and  order.  As  the 
result,  first  of  conferences  between  the  parties  and,  later,  awards 
by  the  board  of  arbitration  (Hon.  Julian  W.  Mack,  Hamilton 
Holt1  and  Robert  W.  Bruere),  the  dress  and  waist  protocol  originally 
made  in  1913  has  been  revised  and  readjusted  to  meet  the  experi- 
ences of  the  past  three  years. 

I  think  Mr.  Morris  Hillquit  (counsel  for  the  International 
Ladies'  Garment  Workers'  Union)  will  agree  with  the  statement 
that,  in  many  respects,  this  recently  revised  protocol,  over  which 
he  and  I  fought  in  the  making,  is  as  superior  to  the  old  protocol  in 
the  cloak  industry  as  our  federal  Constitution  is  superior  to  the 
old  Articles  of  Confederation.  Indeed,  Mr.  Hillquit  stated  in  the 
course  of  the  proceedings  before  the  board  of  arbitration  that  it  was 
his  hope  that  the  document  devised  through  these  legislative 
processes  would  become  the  model  for  all  the  industries  with  which 
the  International  Ladies'  Garment  Workers  dealt.  In  view  of  the 
pioneer  nature  of  these  protocols  and  the  unusually  chaotic  con- 
dition of  the  industries  in  which  they  have  been  evolved,  it  would 
be  rather  anomalous  if  experience  did  not  develop  weaknesses 
and  necessitate  new  invention.  If  one  will  look  at  the  Patent 
Office  models  showing  the  evolution  either  of  the  modern  electric 
locomotive  or  the  modern  automobile— mark  even  the  improve- 

1  Mr.  Holt  resigned  in  May,  1916,  and  Charles  L.  Bernheimer  was  substituted 
inhkplaoB. 
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meats  of  the  past  decade — be  will  appreciate  why  a  piece  of  newly 
devised  industrial  machinery  intended  to  serve  the  needs  of  a 
complex,  highly  emotional  and  unorganised  industry,  requires  con- 
stant readjustment  and  changes  to  meet  weaknesses  revealed  in 
practice. 

There  seems  to  be  a  rather  current  belief  that  there  is  presented 
to  employers  today  a  clear  choice  between  peace  and  war.  This  . 
is  a  fundamental  error  made  by  nearly  all  critics  of  the  protocol. 
The  fact  is  that  as  long  as  we  live,  and  for  a  longer  period  still,  we 
shall  have  conflict  in  industry.  We  shall  not  have  peace.  The  real 
choice  is  not  between  peace  and  war,  but  between  conflict  and 
conflict.  Or,  put  in  another  way,  the  question  is:  How  shall  in- 
evitable conflict  be  met  so  at  to  conserve  the  beet  interests  of  all  parties 
concernedt  War  carries  with  it  incidents  of  physical  violence, 
law-breaking,  damage  to  property,  peaceful  or  unpeaceful  picketing, 
starvation  of  workers,  ruination  of  employers,  disturbance  of  the 
public  peace — the  general  breaking  down  of  moral  restraint  and 
discipline.  Just  as  wasteful  as  war,  it  is  the  bare  truth  to  say 
that  in  carrying  the  burdens  of  the  waste,  the  cost  falls  more  heavily 
upon  the  worker.  Not  that  employers  do  not  suffer;  but  the 
Buffering  cannot  be  so  poignant.  While  in  the  ranks  of  employers 
and  workers  alike  are  always  to  be  found  men  eager  to  shake  the 
fist,  eager  to  beat  the  head,  to  smash  windows  or  to  "starve  'em 
out,"  the  cooler,  reasoning,  experienced  men.,  who,  either  through 
personal  suffering  have  learned  their  lessons,  or  through  trained 
imagination  understand  the  cost,  counsel  against  war — except  as  a 
last  resort.  Now,  obviously,  both  employers  and  workers  have 
rights,  and  each  collective  group  has  its  policies.  As  in  national, 
state  and  municipal  affairs,  there  is  conflict  between  opposing 
policies  and  ofttimes  bitter  conflict  between  the  rights  of  various 
interests  in  the  community,  We  do  not  settle  such  conflicts  by 
violence  or  by  starvation.  Defective  as  our  legislative  and  political 
processes  are — with  all  the  evils  connected  with  our  present  electoral 
machinery — we  still  hold  fast  to  our  faith  in  the  parliamentary  and 
juridical  method.  We  sometimes  wait  a  decade  before  courts 
modify  their  decisions.  In  the  retrospect,  we  wonder  how  error  is 
so  frequent,  and  yet  we  wonder  why  it  is  not  more  frequent,  since 
the  human  animal,  with  all  of  his  infirmities  of  temper  and  intellect, 
is  the  instrument  through  which  we  operate. 


,y  Google 


186  The  Annals  of  the  American  Academy 

Within  the  limits  of  an  article  such  as  this,  it  is,  of  course, 
impossible  to  define  the  scope  of  the  general  conflict.  For  the 
present,  it  will  be  enough  to  say  that  the  modern  employer,  willy 
nilly,  is  bound  to  represent  and  express  in  social  economy  today  a 
sturdy  and  justifiable  movement  for  efficiency,  economy  and 
elimination  of  all  waste.  To  secure  the  result  he  must  stand  for  a 
better  equipment  of  the  workers  and  a  better  discipline  in  the 
shop.  "Shop  organization"  is  the  key  to  shop  efficiency.  The 
direction  of  the  shop  organization,  the  maintenance  of  discipline, 
and  the  selection  of  men  upon  the  basis  of  efficiency  are  essential 
conditions  of  the  progress  of  industry.  This,  of  course,  does  not 
mean  that  he  should  ignore  "the  human  rights  of  the  worker." 

On  the  workers'  side,  we  find — whether  we  like  it  or  not — they 
have  determined,  as  they  have  the  right  to  determine,  that  the 
regulation  of  wages  and  conditions  of  labor  shall  no  longer  be 
treated  as  a  matter  of  individual  bargaining.  The  trades  union 
is  here  and  here  to  stay.  It  represents  something  that  has  an 
inherently  sound  basis — whatever  sound  criticism  from  time  to 
time  may  be  made  either  of  its  acts  or  its  policies.  The  trades 
union  is  the  workers'  "attorney  in  fact";  it  presents  in  organized 
fashion  what  the  workers  believe  to  be  their  due.  It  would  be  an 
anomalous  situation  if  such  organizations  did  not  often  ask  for 
more  than  they  were  entitled  to,  or  more  than  the  particular  industry 
could  stand  at  the  moment  of  their  asking.  Here,  then,  is  conflict — 
conflict  similar  in  many  respects  to  the  conflict  over  definite  pieces 
of  legislation  at  Albany  or  Washington.  How  shall  it  be  handled? 
By  processes  of  reason,  by  analysis  of  the  facts  involved,  by  applica- 
tion of  sound  economic  principles? 

But  behind  all  of  the  specific  proposals  we  must  admit  that 
there  is  something  more — there  is  a  movement  for  the  greater 
democratization  of  industry,  the  effort  to  control,  or,  if  need  be, 
to  destroy  the  heretofore  existing  autocratic  government  of  the 
employer  in  industry.  It  is,  indeed,  the  consciousness  of  this 
movement  on  both  sides  that  brings  the  real  clash.  Mr.  Rockefeller 
was  made  aware  of  it.  With  the  aid  of  Mackenzie  King,  he  has 
earnestly  endeavored,  I  believe,  to  meet  it  in  his  New  Industrial 
Republic.  Let  us  make  no  mistake.  We  are  dealing  with  tremen- 
dous social  forces — the  inevitable  movement  for  industrial  discipline 
and  efficiency  coming  up  one  avenue  and  the  equally  inevitable,  move- 
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ment  for  industrial  democracy  coming  up  another.  The  two  should 
not  clash;  they  are  not  inherently  antagonistic  to  each  other; 
but  the  effort  of  each  to  press  forward  its  particular  claims  or 
application  at  the  moment  brings  conflict.  In  this  conflict  each 
side  takes  its  stand  and  fights.  But  how  fight?  With  fists,  with 
clubs  or  hunger  as  the  weapons?  Starvation  versus  violence? 
This  is  not  the  American  way  of  meeting  great  issues.  It  goes 
against  our  grain  to  settle  Buch  conflicts  with  the  gun  or  the  bludgeon. 
It  makes  law  and  order  a  synonym  for  oppression,  rather  than  for 
fair  play. 

On  the  other  hand,  the  appeal  to  arbitration  comes  sometimes 
from  employers  and  sometimes  from  workers,  as  the  refusal  to 
arbitrate  comes  sometimes  from  one  and  sometimes  from  the  other. 
In  1894  the  country  is  plunged  into  industrial  war.  Then  the  rail- 
road managers  refuse  to  arbitrate.  In  1916  the  railroad  managers 
plead  for  "the  sacred  principle  of  arbitration  in  industrial  disputes." 
Now  the  men  refuse.  In  1916  the  president  of  a  street  railway  sys- 
tem and  an  entire  organization  of  manufacturers  refuse  to  arbitrate, 
and  in  both  instances  the  workers  plead  eagerly  for  "the  sacred 
right  of  arbitration."  How  comes  it  that  the  refusal  to  submit 
industrial  controversy  to  impartial  review  comes  sometimes  from 
the  employers  and  sometimes  from  the  workers?  And  why  is  it 
that  society  itself,  refusing  in  this  day  to  permit  men  to  settle 
private  controversy  by  private  war,  still  suffers  lynch  law  to  reign 
in  the  field  of  industrial  disputes?  Is  industrial  controversy, 
involving  large  masses  of  people,  disturbing  whole  communities, 
bringing  starvation  or  bankruptcy  or  both  in  its  train — is  it  a 
private  matter — when  even  the  laundress,  if  she  is  refused  her  pay, 
may  not  take  her  60  cents  from  her  mistress's  pocketbook,  but 
must  go  to  court  and  sue?  Let  men  be  right  as  heaven  itself, 
who  shall  be  permitted  by  coercion  to  win  his  way,  to  trample  over 
neutrals,  to  hack  his  way  through  to  the  goal  of  his  wishes?  We 
allowed  capital  to  do  it.  For  a  while  we  gave  it  free  rein,  until 
it  became  unbearable — then  society  found  a  way  to  curb  capital. 
We  let  the  nations  do  it,  yet  now  we  earnestly  believe  that  a  way 
will  soon  be  found  to  curb  even  the  nations.  How  soon  shall  we 
say  to  both  capital  and  labor:  "Neither  of  you  shall  coerce  the 
other  by  force  of  your  power.  Justice,  not  might,  shall  determine 
this  controversy  between  you." 
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Why  has  the  judicial  method  for  settlement  of  industrial 
disputes  found  such  opposition? 

There  are  two  important  reasons  among  many.  The  railway 
men  say: 

"Yes,  we  went  to  arbitration,  and  got  beaten.  The  impartial 
arbitrator  showed  he  had  the  capitalistic  bias." 

The  cloak  manufacturers  say: 

"The  arbitrators  are  upliftere.  '  They  always  sympathize  with 
the  men.     They  give  us  the  worst  end  of  it." 

We  must  not  delude  ourselves.  Men  have  had  their  fingers 
burned  at  the  furnace  of  arbitration.  There  is  no  quarrel  with 
the  courts  when  the  judges  are  free  from  bias,  go  into  all  the  evi- 
dence, courageously  decide  the  issues  and  decide  them  right;  but 
when  judges  are  biased,  are  inefficient,  lack  courage  or  understand- 
ing, then  the  country  demands  "recall  of  judicial  decisions"  or 
"recall  of  judges,"  until,  awakening  to  the  real  trouble,  we  find 
the  right  men,  put  them  in  the  right  places,  and  secure  a  renewal 
of  confidence  in  judicial  machinery.  Even  then  judicial  error 
multiplies.  The  latest  volume  of  Appellate  Court  Reports  dis- 
closes how  judicial  error  creeps  into  the  very  best  and  unbiased  of 
judicial  intellects.  Do  we,  then,  prefer  anarchy  or  Lynch  law? 
No;  we  take  the  judicial  method  as  we  take  matrimony — for  better 
or  for  worse.  But  there  is  another  reason  for  the  refusal  to  arbitrate, 
much  more  fundamental  and  much  more  difficult  to  correct.  It 
is  the  "balance  of  power"  theory  applied  to  industrial  affairs. 
Nearly  all  of  the  old  writers  on  collective  bargaining  approved  of 
it  on  the  theory  of  checking  abuse  of  power  by  employers  by  the 
organization  of  the  workers,  and  vice  versa.  A  strong  employers' 
organization  will  curb  a  strong  union  from  abusing  its  powers, 
just  as  a  strong  union  will  curb  the  employers.  The  theory  resem- 
bles the  "balance  of  power"  theory  in  international  affairs,  whose 
futility  as  a  means  of  protection  to  neutral  or  weak  powers  is  now 
graphically  demonstrated.  The  truth  is  that  in  industrial  affairs, 
as  in  international  affairs,  the  "balance  of  power"  theory  is  good 
when  you  hold  the  balance.  When  the  other  fellow  holds  the 
balance  it  is  all  wrong.  Now,  balance  the  power  of  the  strike  with 
the  power  to  discharge — how  comfortable  for  the  employer  if  there 
JR;a  large  surplus  of  labor;  how  comfortable  for  the  workers  when 
there  is  a  large  shortage  of  labor!    No  more  empty  weapon  of 
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defense  can  be  given  to  an  employer  than  the  right  of  discharge 
in  the  height  of  the  season  when  he  cannot  get  help  and  the  cus- 
tomers are  clamoring  for  their  goods.  In  Bridgeport  the  Remington 
munitions  works  take  all  the  men  who  go  on  strike  elsewhere. 
What  power  is  the  right  to  discharge  in  such  a  time?  When  the 
scale  turns  and  there  is  shortage  of  work  again,  then  the  power  of 
the  strike  becomes  an  empty  weapon  for  the  workers. 

When  power  is  asserted  to  coerce  acceptance  of  one  side's 
view,  it  prevails  only  for  the  time  being.  Napoleon  prevailed  until 
all  Europe  turned.  The  Kaiser  got  almost  to  Paris_before  weakness 
could  gather  up  her  skirts  and  bring  new  power  to  her  side. 
Schrecklichkeit  has  its  day  and  then  it  gets  the  day  after.  And 
"the  day  after"  arrives  sooner  now  than  it  did  in  Napoleon's  time. 
New  powers  unthought  of  are  released  to  punish  the  offender. 
It  is  a  simple  psychological  law  that  decision  produced  by  coercion 
begets  rancor,  hatred  and  release  of  new  powers  of  coercion;  the 
defeated  party  retires  only  to  hit  the  other  fellow  a  crack  when  he 
finds  him  a  little  groggy  on  his  legs.  So  industrial  warfare  goes 
on  and  on  and  on — action  and  reaction — until  each  side  is  driven 
to  "quite,"  solely  because  of  exhaustion.  Thus,  while  we  put  the 
emphasis  on  the  necessity  for  avoiding  waste  in  industry,  we  resort 
to  the  most  wasteful  process  for  adjusting  industrial  controversy. 

The  protocol  method,  in  its  final  analysis,  is  merely  a  human 
effort,  earnest  though  imperfect,  to  apply  to  inevitable  conflict 
in  the  industrial  field  the  modern  processes  of  reason,  to  borrow 
from  constitutional  government,  from  legislation,  from  juris- 
prudence, from  social  economics,  from  business,  from  everywhere, 
the  best  that  human  brain  has  yet  evolved  to  establish  a  more 
orderly  and  less  wasteful  method  for  meeting  such  crises  and 
concrete  issues  as  they  emerge  from  below.  For  want  of  a  better 
method  we  adopt  what  we  are  pleased  to  call  the  legislative  and 
juridical.1  The  choice  for  the  employer  and  the  worker,  too, 
therefore,  is  not  a  choice  between  peace  and  war,  but  a  choice 
between  conflict  on  the  plane  of  the  savage  and  conflict  on  the  plane 

■See  in  this  connection  the  following  recent  articles:  The  Development  o] 
Government  in  Ind-ueiry,  by  Earl  Dean  Howard;  Editorial  Note:  "A  New  Field 
for  Systematic  Justice,"  by  John  H.  Wigmore,  IlUnoie  Law  Renew,  March,  1916; 
"The  Need  for  Industrial  Jurisprudence,"  by  Walston  Chubb,  The  Standard, 
March,  1916. 
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of  the  civilized  man.  The  latter  plan,  of  course,  involves  honorable, 
rational,  fair  dealing — effort  to  agree  where  agreement  is  possible, 
frank  agreement  to  disagree  where  agreement  is  impossible,  and 
the  application  of  the  process  to  the  disposition  of  disagreement. 
Imperfect  as  we  know  these  processes  to  be,  we  know  they  are 
better  and  less  wasteful  then  the  processes  of  the  savage.  Who  is 
satisfied  with  the  work  of  state  legislatures  or  of  Congress  or  of 
municipal  government  generally,  or  even  with  the  courts?  We 
are  just  a  little  bit  farther  away  from  darkness,  that  is  all.  The 
choice  is  between  something  worse  and  something  better,  not  between 
something  wholly  good  and  something  wholly  bad.  It  is  a  curious 
thing  that  business  men,  who  are  most  ready  to  avert  a  lawsuit  by 
compromise  or  commercial  arbitration,  are  often  the  first  in  their 
labor  disputes  to  insist  upon  a  fight.  They  fail  to  judge  by  putting 
side  by  side  one  set  of  conditions  with  another.  There  is  no 
panacea  yet  invented  to  cure  these  "labor  troubles."  They  are 
labor  troubles  in  another  sense;  they  precede  the  birth  of  new  ideas. 

The  revised  protocol  in  the  dress  and  waist  industry  will 
justify  scrutiny  because  it  is  a  recent  effort  to  meet  industrial 
difficulties  with  resourceful  invention.  It  is  more  than  a  renewal 
of  amicable  relations  now  having  a  three  years'  background. 
It  is  a  re-statement,  a  re-application  of  principles,  a  renewal  of 
effort  to  make  the  statement  of  these  principles  more  definite  and 
their  application  more  workable  in  practice.  Within  the  limits  of 
this  article  it  will  not  be  possible  to  give  a  full  resume  of  the  provi- 
sions of  this  document.'  But  several  points  of  general  interest 
may  be  considered  now. 

First  of  all,  upon  the  efficiency  and  economy  side,  the  revised 
protocol  recognizes  clearly  that,  for  the  present  at  least,  the  selection 
of  workers,  the  assignment  of  work,  the  organization  of  the  factory 
and  the  determination  of  all  administrative  problems  must  be 
left  with  the  employer.  It  is  the  abuse  of  this  power,  where  it 
results  oppressively  to  the  individual  worker,  that  furnishes  the 
basis  for  complaint.  The  new  statement  is  contained  in  the 
following: 

The  employer  is  entirely  free  to  select  his  employes  at  his  discretion,  free 
to  discharge  the  incompetent,  the  insubordinate,  the  inefficient,  those  unsuited 

*  Copies  will  be  available  presently  for  all  those  who  are  interested. 
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to  the  work  in  the  shop,  those  subversive  of  order  and  harmony  in  the  shop  and 
those  unfaithful  to  their  obligations.  He  is  free,  in  good  faith,  to  reorganize 
his  shop  whenever,  in  his  judgment,  the  conditions  of  business  should  make  it 
necessary  for  him  to  do  so,  and  he  is  free  to  assign  work  requiring  a  superior  or 
special  kind  of  skill  to  those  employes  who  possess  the  requisite  skill. 

In  the  next  place,  there  is  a  new  treatment  of  the  matter  of 
shop  strikes.  There  is  probably  nothing  which  is  so  irritating  to 
employers  as  to  find  that  protocol  inhibition. of  shop  strikes  is  not 
effective  as  an  insurance  policy.  Employers  expect  in  joining  an 
employers'  association  under  agreement  with  the  union  to  secure 
insurance  coverage  against  strikes.  Shop  strikes  are  not  always 
official  strikes.  In  reality,  they  are  more  often  shop  mutinies.  To 
attack  this  disease  has  occupied  the  time  and  attention  of  association 
and  union  officials  for  several  years.  The  recent  award  of  the 
board  of  arbitration  in  the  dress  and  waist  industry  made  after 
weeks  of  debate  and  consideration  is  the  most  forward  step  ever 
taken,  so  far  as  I  know,  in  any  collective  agreement  either  in  this 
country  or  abroad.     This  new  award  provides  that: 

If  in  the  case  of  a  shop  strike,  the  union  shall  order  the  workers  to  return  to 
work  and  if  they  shall  fail  to  obey  such  order,  they  ihall  forfeit  all  rights  under 
this  protocol  and  shall  in  addition  be  subject  to  punishment  by  the  union  to  be 
reported  promptly  to  the  association.' 

If  a  chief  clerk  or  a  deputy  or  other  officer  of  the  union  or  association  shall 
condone  or  connive  at  a  shop  strike  or  a  shop  lockout  or  fail  to  perform  hit  duty 
in  raped  thereto,  the  organisation  whose  member  is  affected  adversely  thereby 
shall  have  the  right  to  complain  to  the  other  organization  and  ask  for  the  punish- 
ment or  removal  of  such  officer.  The  failure  of  such  organization  to  act  promptly 
and  fairly  on  such  complaint  shall  constitute  a  grievance  to  be  presented  to  the 
board  of  arbitration.  The  board  shall  have  power  to  direct  that  organization  to 
take  such  disciplinary  measures  against  such  chief  clerk,  deputy  or  officer,  in- 
cluding fine,  suspension  and  removal  from  office,  as  such  board  may  deem  proper. 

If  either  organization  shall  fail  to  carry  out  any  of  the  duties  required  under 
this  agreement  to  be  performed  by  the  organization  as  such,  the  other  organization 
may  present  such  failure  to  the  board  of  arbitration  as  a  grievance,  and  the  board 
of  arbitration  shall  have  power  to  impose  such  fine,  as  in  the  judgment  of  the 
board  shall  seem  just  or  necessary  in  the  premises;  the  fine  to  be  paid  into  the 
treasury  of  the  board  of  protocol  standards. 

A  willful  neglect  or  refusal  to. comply  with  a  decision  of  the  committee  on 
immediate  action  or  of  the  board  of  arbitration  by  a  member  of  either  organisation 
shall  have  the  effect  of  depriving  such  member  of  any  of  his  rights  under  the 
protocol. 

1  Similar  provision  operates  against  the  employer  in  case  of  a  lockout. 
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I  asked  the  board  of  arbitration,  on  behalf  of  the  employers, 
for  the  following  provision: 

If  the  chief  clerk  or  any  deputy  shall  fail  to  perform  his  duty  under  this 
article,  or  if  any  officer  of  the  union  shall  authorise  a  shop  strike,  the  union  will 
make  good  all  pecuniary  damage  suffered  by  the  employer  in  consequence  thereof. 

The  board  declined  to  give  the  employers  a  remedy  by  way 
of  damages.  Instead  it  first  established  a  system  of  penalties, 
and  next,  defined  the  duties  of  the  parties  in  dealing  with  shop 
strikes  or  lockouts.  The  board  makes  it  clear  that  an  official  of 
either  organization  guilty  of  violating  the  protocol  is  to  be  disciplined 
upon  the  finding  of  the  board  of  arbitration. 

I  am  not  prepared  to  say  that  this  is  as  perfect  a  legislative 
provision  as  can  be  devised  to  meet  this  evil,  but  it  marks  one 
advance.  It  clearly  accepts  the  principle  of  organisation  and 
official  responsibility.  It  definitely  fixes  the  duty  of  the  officers 
of  each  organization  to  preserve  order  and  enforce  the  law  of  the 
parties'  own  making,  and  it  vests  in  the  final  tribunal  complete 
powers  of  discipline.  When  the  import  of  these  provisions  is 
fully  realized  by  those  who  are  affected,  I  am  satisfied  that  they 
will  minimize,  if  not  wholly  eradicate,  shop  strikes. 

Next  in  order  of  importance  to  employers  is  the  competitive 
effect  of  a  protocol  arrangement.  The  union  has  never  failed  to 
admit  the  necessity  for  enforcing  upon  non-association  employers 
the  same  conditions  of  labor  as  are  agreed  upon  with  the  association. 
The  difficulty  of  making  good  in  the  past  has  come  from  the  absence 
of  available  machinery  for  enforcing  standards  against  non-associa- 
tion employers.  Iu  the  non-association  shop  the  worker  and  the 
employer  could,  by  private  agreement,  waive  standards,  though 
on  paper  the  contract  with  the  union  would  require  the  same  stan- 
dards as  those  provided  in  the  protocol. 

The  attempted  solution  of  this  difficult  problem  in  the  revised 
agreement  in  the  dress  and  waist  industry  is  the  creation  of  the 
board  of  ■protocol  standards.  This  board  is  made  up  of  nine  persons, 
three  representing  the  association,  three  representing  the  union 
and  three  representing  the  public.  It  has  no  power  to  make 
standards.  On  the  other  hand,  it  is  given  comprehensive  power  to 
investigate  regularly  throughout  the  entire  industry  and  to  enforce 
standards  to  the  full  extent  of  the  power  of  both  organizations. 
It  is  likewise  given  broad  power  to  settle  controversies  relating 
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to  the  application  of  standards  already  agreed  upon.  The  scheme 
of  its  organization  has  been  borrowed  from  the  scheme  of  the 
joint  board  of  sanitary  control — the  board  which  has  done  such 
effective  work  in  elevating  and  enforcing  standards  of  sanitation 
and  safety  throughout  New  York  City  in  both  the  cloak  and  suit 
and  dress  and  waist  industries,  and  is  now  practically  engaged  in 
rebuilding  and  relocating  the  entire  factory  district  of  the  city. 
The  union  is  required  to  file  with  the  board  of  protocol  standards 
copies  of  all  agreements  it  makes  with  non-association  employers. 
Each  of  these  agreements  contains  a  provision  authorizing  inspec- 
tion of  the  shop  and  examination  of  the  books  of  account  of  the 
employer  for  the  purpose  of  determining  whether  or  not  the  stan- 
dards agreed  upon  are  actually  enforced.  There  is  thus  provided 
full  opportunity  for  impartial  investigation  into  the  facts  in  the 
case  of  the  non-association  employer  as  well  as  in  the  case  of  the 
association  employer. 

One  result  of  the  adoption  of  this  principle  has  already  taken 
place.  The  board  of  arbitration  made  awards  advancing  the 
minima  standards  of  wages  and  reducing  the  maxima  standards  of 
hours  of  labor  and  of  overtime,  and  the  union  agreed  to  enforce 
these  awards  in  all  their  dealings  with  non-association  employers. 
Later  on,  the  union  filed  with  the  board  of  arbitration  and  submitted 
to  the  inspection  of  the  association  all  of  the  contracts  it  had  made 
with  such  employers.  Examination  of  these  contracts  revealed 
exemptions  and  modifications  sufficient  to  justify  complaint  upon 
the  part  of  the  association  that  many  of  the  awards  made  by  the 
board  of  arbitration  had  in  fact  been  ignored  in  the  dealings  with 
non-association  employers.  Upon  presentation  of  this  evidence, 
the  board  of  arbitration  modified  and  revoked  its  previous  awards, 
adopting  the  principle  that  the  conditions  in  the  association  em- 
ployers' shops  were  to  be  no  more  onerous  than  those  imposed  upon 
non-association  employers.  Stripping  the  situation  of  its  tech- 
nical features  this  means,  broadly,  that  the  board  of  arbitration, 
when  presented  with  the  facta,  accepts  as  a  guiding  principle  that 
greater  burdens  are  not  to  be  imposed  upon  members  of  the  associa- 
tion thanjihe  union  can  enforce  against  non-association  competitors. 

As  this  new  piece  of  industrial  legislation  is  being  put  into 
operation,  it  has  already  revealed  imperfections;  one  point — the 
expensivenese  of  its  operation — has  already  become  apparent. 
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But  may  we  not  record  the  hopeful  reflection  that  it  marks  a  distinct 
advance  in  applying  analysis  and  ingenuity  to  a  most  troublesome 
industrial  problem? 

There  is  in  the  needleworking  industries  another  sore  spot 
making  for  acute  and  difficult  situations.  That  is,  the  method 
of  settlement  of  piece  prices.  Piece  prices  in  the  dress  and  waist, 
as  well  as  the  cloak  and  suit  industry  are  settled  by  the  process 
of  haggling,  the  workers  in  the  shop  represented  by  their  price 
committee,  the  employer  acting  either  personally  or  through  the 
foreman  or  superintendent.  There  are  no  fixed  standards  of  prices 
to  govern,  and  delay  in  the  settlement  of  prices  makes  not  only  for 
friction,  but  for  great  waste.  The  protocol  of  1913  in  the  dress 
and  waist  industry  took  a  step  forward.  While  in  the  cloak  industry 
the  process  of  not  working  upon  "unsettled  garments"  continues 
to  this  day,  in  the  1913  dress  and  waist  protocol  it  was  provided  that 
work  tfiould  not  be  stopped,  but  garments  should  be  made  with  the 
provision  that  when  the  prices  were  settled,  they  operated  retro- 
actively. In  the  cloak  and  suit  industry,  until  the  award  of  the 
council  of  conciliation  in  July  of  1915,  there  was  no  base  rate  upon 
which  the  piece  rate  might  be  estimated.  In  the  1913  dress  and 
waist  protocol  a  base  rate  was  fixed;  that  is  to  say,  thirty  cents 
an  hour  was  fixed  as  the  base,  which,  multiplied  by  the  estimate 
of  the  number  of  hours  it  would  take  an  average  skilled  operator 
to  make  the  garment,  would  make  the  piece  price  on  the  garment. 
This  base  rate  was  determined  upon  the  theory  of  the  average 
skilled  operator,  and  covered  a  continuous  hour  of  work.  In  other 
words,  it  was  assumed  that  an  average  skilled  operator  should 
make  thirty  cents  for  each  continuous  hour  of  work;  that,  therefore, 
the  more  skilled  operator  would  earn  more  than  thirty  cents  an 
hour,  and  the  less  skilled  would  earn  less.  Assuming  that  a  garment 
would  take  five  hours  to  make,  the  piece  rate  would  be  $1.50. 
The  worker  who  could  make  it  in  four  hours  would  get  $1.50  for 
four  hours'  work,  and  the  worker  who  took  six  hours  would  get 
$1.50  for  bix  hours'  work.  But  how  were  you  to  determine  in 
advance  how  many  hours  it  would  take  the  average  skilled  worker 
to  make  the  garment?  There  was  the  rub. .  It  presented  and 
still  presents  a  most  difficult  technical  problem  to  solve.  In  1913 
the  solution  accepted  was  the  shop  test.  Employer  and  worker 
each  selected  one  person  of  average  skill  to  test  out  the  garment, 
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and  upon  the  basis  of  such  a  teat  the  number  of  hours  was  fixed, 
multiplied  by  thirty  cents,  and  thus  established  the  piece  rate. 
Actual  experience  demonstrated  that  the  shop  teat  was  not  a  practi- 
cable or  fair  test;  it  produced  conflict  and  friction,  and  both  sides 
sought  a  new  and  better  method.  The  revision  of  the  dress  and 
waist  protocol  presents  now  the  plan  or  scheme  of  the  teat  shop. 
The  test  shop  is  a  place  where  tests  are  to  be  made  under  impartial 
supervision,  the  shop  being  managed  by  representatives  of  both 
the  association  and  the  union.  The  controversy  is  thus  taken  away 
from  the  shop,  where  it  causes  friction,  to  a  place  where  it  is  to  be 
settled  impartially  by  people  not  connected  with  or  interested  in  the 
shop.    It  is  too  early  yet  to  report  upon  this  experiment. 

Still  more  important  is  the  application  of  the  "log"  or  "part 
system"  to  the  fixing  of  prices.  In  the  Report  on  Collective  Agree* 
menta  between  Employers  and  Workpeople  in  the  United  Kingdom 
issued  in  1910  will  be  found  numerous  illustrations  of  what  is  known 
as  the  "log  system,"  wherein  the  mechanical  operation  is  split  up 
into  parts  and  a  definite  estimate  of  time  fixed  for  each  part. 
These  standards,  applied  to  each  job,  fix  the  piece  rate.  In  the 
dress  and  waist  industry,  it  hadybeen  found  practicable,  for  the 
purpose  of  fixing  piece  rates,  to  divide  the  garment  into  parts. 
The  board  of  arbitration  has  now  determined  that  this  system  shall 
be  applied  throughout  the  industry,  so  far  as  it  can  be  made  workable. 
The  importance  of  this  change  in  reducing  the  haggling  process  to  a 
minimum  cannot  be  overestimated.  When  the  price  committee 
and  the  employer  come  now  to  negotiate,  controversy  will  be 
narrowed  down  to  one  particular  part  of  the  garment,  and  this 
particular  part,  if  still  in  controversy  and  unsettled,  will  be  sub- 
mitted to  the  test  shop.  I  do  not  believe  anyone  has  any  hope  of 
complete  standardization  of  piece  rates  in  the  industry.  The 
variations  in  each  factory  are  so  great,  the  differences  in  shop 
efficiency  so  manifold,  that  the  same  rate  could  not  be  applied  to 
the  same  garment  in  every  shop.  The  method  and  processes  of 
manufacture  and  the  condition  of  operation  must  be  taken  into 
account.  But,  as  the  result  of  this  innovation,  certain  processes 
will  be  standardized  for  the  purpose  of  fixing  piece  rates. 

There  remains  neither  time  nor  space  to  consider  other  features 
of  the  new  protocol,  such  as  the  registration  and  regulation  of 
apprentices  throughout  the  industry,  the  pay  for  overtime  work, 
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for  piece  workers,  the  awards  of  increases,  the  change  in  holidays, 
the  limitations  of  overtime,  the  equal  distribution  of  work,  the 
registration  of  outside  shops,  or  the  rules  denning  the  "preferential 
union"  shop.  These  matters  must  be  treated  separately  and 
upon  another  occasion. 

The  big  problems  confronting  both  parties,  however,  have 
found  here  new  formulations  and  new  remedies.  These  big  prob- 
lems, as  I  have  stated  them,  relate  to : 

(a)  Efficiency  in  the  shop 

(b)  Discipline  in  the  shop 

(c)  The  repression  of  shop  strikes 

(d)  The  elimination  of  unfair  competition 

(e)  The  leas  wasteful  method  of  settlement  of  piece  rates 

The  revised  protocol  in  the  dress  and  waist  industry  will 
justify  careful  study  by  all  who  are  interested  in  the  rational 
method  of  solving  industrial  difficulties  arising  from  day  to  day 
in  concededly  one  of  the  most  complex  of  complex  industries. 
Whether  or  not  the  methods  are  perfect,  time  only  will  tell.  It 
does,  however,  represent  an  honest,  earnest  effort  to  solve  highly 
difficult  industrial  problems.  Of  one  thing  we  can  be  certain. 
These  new  methods  are  less  wasteful  than  the  methods  of  anarchy 
and  lawlessness,  however  defective  they  may  prove  to  be  in  the 
light  of  actual  experience. 
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EXPERIENCE  OF  HART,  SCHAFFNER  AND  MARX  WITH 
COLLECTIVE  BARGAINING 

By  Earl  Dean  Howard, 


On  May  1,  1916,  Hart,  Schaffner  and  Marx  renewed  their 
agreement  with  their  employes  for  another  period  of  three  years. 
There  has  been  very  little  change  in  the  terms  of  the  agreement, 
the  principal  provisions  being  the  increase  of  wages  of  approxi- 
mately 10  per  cent,  due  to  the  changed  conditions  in  the  market 
of  labor.  The  hours  of  labor  were  reduced  from  fifty-two  to  forty- 
nine  per  week.  This  agreement  has  already  been  in  existence  for 
five  years  and  has  received  the  consideration  of  the  Federal  Bureau 
of  Labor,  the  Federal  Industrial  Relations  Commission  and  many 
manufacturers  in  various  industries. 

Many  manufacturers  have  already  come  to  the  conclusion  that 
there  has  been  a  great  change  in  conditions,  and  that  to  meet  these 
conditions  they  must  change  their  methods.  Regardless  of  what 
their  theories  as  to  labor  unions  and  industrial  democracy  may  be, 
they  realize  that  it  is  a  condition  and  not  a  theory  that  confronts 
them.  To  such  persons  a  true  statement  of  the  result  of  any  expe- 
riment with  new  methods  of  dealing  with  employes  is  of  tremen- 
dous interest. 

The  Hart,  Schaffner  and  Marx  principle  of  dealing  with  labor  is 
not  a  patent  medicine  which  can  be  applied  under  any  and  all  con- 
ditions. Rather,  it  is  an  attitude  of  mind  and  faith  in  certain  prin- 
ciples of  right  dealing  which  once  were  regarded  as  a  matter  of 
faith,  but  which  experience  has  demonstrated  to  be  sound  and 
profitable. 

After  a  prolonged  and  costly  strike  in  1910,  which  came  as  a 
great  surprise  to  this  company,  they  accepted  the  principle  that  the 
good-will  of  the  employes  was  as  necessary  and  desirable  as  the 
good-will  of  customers,  and  that  henceforth  every  effort  should  be 
made  to  cultivate  this  valuable  asset.  Accordingly,  a  new  depart- 
ment was  created  which  should  have  charge  of  all  the  relations  of 
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the  company  with  its  employes,  and  nothing  should  be  done  which 
affected  their  interests  without  the  consideration  of  this  depart- 
ment. A  very  brief  agreement  for  arbitration  had  been  signed 
with  representatives  of  the  employes.  After  the  decision  of  the 
Board  of  Arbitration  was  reached  concerning  the  wages  and  hours 
and  certain  matters  of  demands,  it  was  decided  to  continue  the 
board  and  make  it  part  of  the  permanent  scheme  for  adjusting 
complaints. 

The  plan  is  a  form  of  representative  government,  neither  an 
autocracy  nor  a  pure  democracy;  it  avoids  the  domination  either 
of  a  monarch  or  a  mob.  All  parties  whose  personal  interests  are 
involved  in  the  business  submit  themselves  to  the  rule  of  reason, 
yielding  up  all  arbitrary  authority  which  conflicts  with  the  prin- 
ciple of  right  dealing  to  which  all  have  promised  allegiance.  Rules, 
based  on  the  highest  concept  of  economic  justice  deliberately  thought 
out  by  men  whose  judgment  at  the  time  is  not  blurred  by  personal 
interest,  are  considered  superior  to  the  personal  judgment  of  a  gen- 
eral manager  or  a  business  agent.  The  ideas  of  democracy  given 
out  by  our  schools  and  universities,  by  press  and  platform,  are  being 
absorbed  by  workers  and  being  applied  by  them  to  their  own  sit- 
uation. If  representative  government  is  good  in  politics,  why  not 
in  industry  which  touches  their  interests  so  much  more  intimately? 


This  is  the  reason  for  the  restless  clamor  which  underlies  thetncea- 
sant  demand  of  labor  for  recognition.  And  that  is  the  demand  we 
have  endeavored  to  meet  in  the  Hart,  Schaffncr  and  Marx  agree- 
ment. 

Government  is  nothing  more  than  an  effort  to  remove  conflict- 
ing interests  from  the  arena  of  brute  struggle,  and  to  submit  them 
to  some  rational  and  disinterested  agency  for  adjustment.  Whether 
the  agency  be  a  court  or  a  legislative  body  it  still  represents  a  com- 
mon or  public  interest  as  against  the  individual  interest  of  claim- 
ants or  contestants. 

Experience  has  shown  many  times  in  situations  where  a  con- 
flict of  interest  appeared  inevitable  that  a  plan  could  be  devised 
whereby  the  interests  of  both  parties  might  be  served  without  loss 
to  either.  It  happens  more  frequently  than  would  naturally  be 
supposed  that  one  or  both  parties  are  mistaken  as  to  their  own  best 
interests,  so  that  the  solution  of  some  difficulties  is  often  much 
easier  than  appears  at  first. 
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Most  industrial  conflicts,  like  the  present  European  War,  in- 
volve losses  to  all  concerned  all  out  of  proportion  to  the  value  of 
the  interests  at  stake.  Therefore,  any  settlement  whatever  of  a 
dispute  is  likely  to  be  better  than  open  and  continuous  disagree- 
ment, breeding  resentment,  hatred,  fear  and  violence.  When  a 
X  disputed  point  is  once  settled,  especially  by  an  authority  respected 
by  all,  it  is  not  difficult  to  adjust  one's  interests  to  that  condition. 

Employers  are  seldom  interested  in  labor  agreements  and  simi- 
lar matters  until  a  strike  or  some  labor  troubles  force  them  to  con- 
sider some  change  or  amendment  to  their  system  of  management. 
When  the  crisis  comes  and  immediate  decision  is  required,  they 
find  themselves  to  be  led  or  forced  into  an  agreement  entailing  seri- 
ous sacrifices  and  tolerable  only  because  it  keeps  the  business  going. 

Labor  leaders,  on  the  other  hand,  are  usually  experts  in  these 
matters  up  to  the  limit  of  their  ability  and  intelligence.  This  is 
especially  true  in  the  garment  trades  at  the  present  time.  The 
protocols  and  other  types  of  agreements  in  the  eastern  markets 
have  educated  a  considerable  group  of  leaders  in  the  science  of  indus- 
trial government.  In  sheer  self-defense  the  employers  are  there- 
fore compelled  to  inform  themselves  on  this  subject. 

Under  the  original  Hart,  Schaffner  and  Marx  agreement  in 
1911,  an  arbitrator  was  chosen  by  each  Bide:  Mr.  Clarence  Darrow 
by  the  employes,  and  Mr.  Carl  Meyer  by  the  employers.  Failing 
to  secure  a  third  member  of  the  board,  the  two  met  together  with 
representatives  of  both  sides,  and  were  able  to  negotiate  success- 
fully a  two  years'  agreement.  This  provided  for  an  open  shop, 
recognized  and  made  compulsory  the  maintenance  of  a  grievance 
department  such  as  had  already  been  organized,  granted  a  hori- 
zontal increase  of  wages  of  10  per  cent  to  all  employes  in  the  tailor 
shops,  and  specified  50  per  cent  extra  pay  for  overtime  work.  There 
was  no  specific  recognition  of  the  union.  The  Board  of  Arbitra- 
tion was  to  continue  during  the  agreement,  and  to  adjust  all  griev- 
ances referred  to  it. 

A  complaint  department  was  organized  providing  a  system 
by  which  any  person  feeling  aggrieved  might  have  an  opportunity 
to  present  his  complaint  and  have  it  heard  and  carefully  attended 
to.  Thus  was  reestablished  the  lost  personal  contact  between  the 
proprietors  of  the  business  and  the  employes.  There  are  now  so 
many  avenues  through  which  complaints  may  be  made  without 
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detriment  to  the  complainant  that  the  company  may  feel  quite  sure 
that  no  undiscovered  abuses  can  exist. 

The  next  step  which  has  proved  to  be  of  vital  importance  was 
the  centralizing  of  all  discipline.  The  foremen  and  superinten- 
dents, who  formerly  were  authorised  to  maintain  discipline,  were 
relieved  of  this  responsibility,  and  it  was  assumed  by  the  manager 
of  the  labor  department.  Whenever  there  is  any  delinquency  the 
offender  is  suspended  from  his  position  and  given  a  memorandum 
for  immediate  presentation  to  the  discipline  officer  who  is  able  to 
dispose  of  the  matter  in  an  impartial  manner  with  an  eye  single 
to  the  welfare  of  the  whole  organization.  There  is  a  growing  ten- 
dency at  present  for  many  matters  of  discipline  to  be  referred  to 
the  workers'  organization,  thus  giving  opportunity  for  experience 
in  self-discipline. 

Leaders  among  the  workers  soon  appeared,  who  began  to  com- 
mand the  respect  and  confidence  of  the  company.  Mr.  Sidney 
Hillman,  a  young  Russian  Jew,  exhibited  such  tact  and  patience, 
and  such  good  judgment  and  administrative  capacity,  that  he  soon 
won  a  personal  recognition  which  later  developed  into  a  recognition 
of  the  organizations  he  represented.  Three  years  later,  after  hav- 
ing risen  through  all  the  responsible  local  union  officers,  he  be- 
came general  president  of  the  Amalgamated  Clothing  Workers  of 
America. 

After  a  year  it  became  apparent  that  a  Board  of  Arbitration 
composed  of  two  lawyers  unfamiliar  with  the  technical  details  of 
tailoring,  could  not  possibly  hear  satisfactorily  all  the  cases  which 
the  workers  desired  to  have  adjusted  by  the  highest  authority.  It 
was  natural  that  among  the  eight  thousand  people  taken  on  after 
the  strike  to  rush  out  the  delayed  work  some  should  prove  incom- 
petent. It  was  also  natural  that  these  should  be  especially  active 
in  the  union,  and,  in  case  of  discharge,  should  clamor  for  its  pro- 
tection, claiming  discrimination  on  account  of  their  union  mem- 
bership. 

Such  cases  were  difficult  to  adjust,  and,  by  mutual  agreement, 
another  adjusting  body  was  organized,  called  the  Trade  Board,  the 
members  of  which  were  foremen  representing  the  company  and 
union  employes  representing  the  people.  Mr.  James  Mullenbach, 
then  serving  as  acting  superintendent  of  the  United  Charities  of ' 
Chicago,  was  selected  as  chairman.    This  board  was  created  to 
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hear  all  unadjusted  and  technical  cases,  and  to  adjust  piecework 
prices  whenever  changes  were  required  (collective  bargaining). 
Appeal  might  be  taken  to  the  Board  of  Arbitration.  Deputies 
were  chosen  by  each  aide  to  cany  on  the  business  of  the  Trade  Board, 
and  to  gradually  assume  charge  of  all  the  relations  of  the  two  parties. 

The  principal  kind  of  grievances  which  come  up  are  of  course 
with  reference  to  piecework  prices,  and  these  are  all  settled  by  the 
special  committee  of  the  Trade  Board;  other  matters  concern  dis- 
cipline, delinquencies  in  workmanship,  distribution  of  work  among 
the  pieceworkers,  salaries  of  week  workers,  complaints  of  over- 
crowded sections,  claims  of  mistreatment  and  discrimination  by 
the  foremen,  etc.  At  the  beginning  the  sittings  were  numerous 
and  prolonged,  but  gradually  the  decisions  became  precedents,  and 
the  deputies  were  able  to  adjust  many  cases  on  this  basis  without 
recourse  to  the  Trade  Board.  The  complaints  come  bo  informally 
that  it  is  difficult  to  state  what  proportion  are  settled  without  ref- 
erence to  the  board,  but  I  should  Bay  that  75  per  cent  are.  Of  the 
25  per  cent  which  go  to  the  Trade  Board,  probably  one  out  of  ten 
or  fifteen  are  appealed  to  the  Board  of  Arbitration.  Such  an  appeal 
is  taken  only  when  some  principle  seems  to  be  involved  which  has 
hitherto  been  unsettled.  Fourteen  cases  in  all  were  appealed  to 
the  Board  of  Arbitration  the  first  year,  and  these  cases  necessitated 
choosing  a  third  arbitrator,  Mr.  J.  E.  Williams,  of  Streator,  Illinois. 

The  two-year  term  of  the  agreement  expired  on  April  1,  1913. 
The  unions,  feeling  that  they  could  not  maintain  their  efficiency 
under  the  open  shop  agreement  on  account  of  the  disposition  of  a 
great  number  of  people  to  enjoy  the  benefits  without  contributing 
to  the  support  of  the  system,  demanded  a  strictly  union  shop.  The 
company  felt  that  the  time  was  not  yet  ripe  for  this  step,  and  re- 
fused to  negotiate  a  new  agreement  upon  that  basis.  The  confer- 
ences, which  had  been  held  almost  continuously,  were  abandoned 
about  two  weeks  before  the  end  of  the  agreement. 

The  two  chief  deputies  and  arbitrator  Williams  did  not  lose 
faith  in  the  system  which  they  had  so  laboriously  built  up.  They 
realized  that,  with  the  general  feeling  of  good  faith  on  both  aides, 
the  right  way  to  avoid  an  open  break  existed  and  could  bo  discov- 
ered. They  frankly  recognized  the  impelling  motives  of  each  party, 
the  need  for  efficiency  of  production  on  the  part  of  the  company, 
and  the  need  for  sufficient  strength  on  the  part  of  the  union  to  make 


,y  Google 


202  Thb  Annam  of  the  Aicbbican  Academy 

itself  effective  in  protecting  the  worker.  Without  neglecting  either 
of  these  interests,  they  produced  an  agreement,  the  central  feature 
of  which  was  the  preferential  shop.  This  was  so  devised  as  not  to 
interfere  with  the  productive  efficiency  of  the  shop,  while  it  created 
an  inducement  for  the  employes  to  become  members  of  the  union. 
It  was  calculated  to  stimulate  the  unionization  of  the  shops  as  rap- 
idly as  the  people  were  ready  for  it.  Mo3t  of  the  other  details  of 
an  agreement  were  left  for  the  decision  of  the  Board  of  Arbitration, 
which,  by  this  time,  possesses  the  unlimited  confidence  of  all  con- 
cerned. 

During  this  five-year  experiment,  most  of  the  fundamental 
issues  which  arise  in  the  employer-employe  relation  Have  been  met 
and  adjudicated.  These  typical  cases  have  revealed  principles 
which  may  some  day  help  to  form  an  established  code  of  governing 
rules  for  industry  and  supplanting  the  present  method  of  competi- 
tive bargaining  and  conflicts  settled  by  economic  strength. 

The  right  to  discharge  rests  with  the  company  absolutely. 
In  cases  of  discharge,  the  burden  of  proof  is  upon  the  employer  to 
show  that  such  discharge  is  necessary  for  the  welfare  of  the  organ- 
isation. He  must  show  that  any  alternative  action  involving  less 
hardship  on  the  individual  is  inadequate.  The  Trade  Board  and 
Board  of  Arbitration  may  reverse  decisions  of  the  company  when- 
ever it  is  shown  that  there  was  not  sufficient  cause  for  discharge. 
As  a  rule,  men  who  are  delinquent  in  workmanship  are  given  an- 
other chance  by  the  Trade  Board.  The  board  for  a  long  while  was 
very  weak  with  reference  to  discharges  on  account  of  striking,  but 
recently  they  have  taken  a  much  firmer  attitude.  I  refer  here  to 
the  small  stoppages  of  work  over  disputed  questions.  I  venture  to 
say  that  about  half  the  discharges  made  by  the  company  are  sub- 
stantiated by  the  Trade  Board;  of  course,  it  will  be  understood 
that  some  of  these  discharges  are  made  with  the  expectation  that 
they  will  be  reversed,  but  the  disciplinary  effect  of  the  whole  pro- 
cedure is  very  good  in  maintaining  discipline.  The  company  as  a 
general  rule  does  not  object  to  the  Trade  Board  reinstating  dis- 
charged people  if  it  gives  them  a  warning  and  makes  it  clear  that 
any  future  offense  will  lead  to  positive  discharge. 

So  long  as  there  is  an  adequate  supply  of  labor  available  in  the 
skilled  trades,  the  employer  must  not  introduce  an  unreasonable 
number  of  apprentices  into  the  trade. 
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Hie  ordinary  concept  of  the  employer  is  that  labor  is  a  com- 
modity purchasable  as  other  commodities.  He  strives  to  get  as 
much  as  he  can  as  cheaply  as  possible.  The  job  or  opportunity  to 
work  is  his  private  property  and  the  workman  has  no  claim  upon 
it.  The  new  principle  gives  the  worker  a  right  to  his  job  which 
can  be  defeated  only  by  his  own  misconduct.  The  job  is  the  source 
of  livelihood  to  the  worker  exactly  as  his  capital  is  the  source  of 
livelihood  to  the  capitalist.  In  the  slack  season  whatever  work 
there  is  shall  be  divided  among  all  as  far  as  practicable. 

Managers  who  are  directly  responsible  for  the  efficiency  of  the 
shop  should  not  be  burdened  with  the  responsibilities  of  discipline. 
This  function  is  one  of  great  delicacy.  If  badly  or  unakillfully 
performed  it  is  a  fruitful  source  of  antagonisms  and  personal  feel- 
ings, which  is  like  sand  in  a  complicated  machine.  If,  however,  it 
is  handled  with  judgment  and  resourcefulness  by  an  official  who  is 
detached  from  an  immediate  interest  in  the  operation  and  who  can 
look  forward  to  ultimate  results,  the  function  presents  great  oppor- 
tunities for  gaining  the  respect  and  good-will  of  the  employes.  Dis- 
cipline cases  afford  the  finest  opportunities  for  educational  work, 
both  with  worker  and  foreman. 

So  long  as  the  offending  employe  is  to  be  retained  in  the  fac- 
tory, any  disciplinary  penalty  must  be  corrective  and  no  more  severe 
than  is  necessary  to  accomplish  the  beet  results  for  all  concerned. 
Most  offenders  are  victims  of  wrong  ideals  or  mental  deficiencies, 
the  remedy  for  which  is  not  punishment  but  help  and  instruction. 
Delinquencies  in  management  can  frequently  be  discovered  and  the 
manager  or  other  executive  may  need  the  services  of  the  expert 
discipline  officer  quite  as  much  as  the  original  offender.  The  effi- 
ciency of  the  discipline  officer  should  be  measured  by  the  propor- 
tion of  ex-offenders  who  have  ultimately  become  competent  and 
loyal  friends  of  the  company.  It  is  his  prime  duty  to  prevent  and 
remove  from  the  minds  of  the  people  all  sense  of  injustice  in  their 
relations  with  the  employer,  which  is  the  fundamental  cause  of  the 
bitterest  industrial  conflicts. 

The  great  defect  in  autocratic  governments  is  the  lack  of  ade- 
quate and  intelligent  criticism.  Automatically-governed  business 
enterprises  suffer  from  the  absence  of  their  wholesome  check.  Or- 
ganised employes  represented  by  spokesmen  who  are  protected  in 
that  function,  together  with  a  labor  department  responsible  for 
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the  good-will  and  welfare  of  the  employes,  constitute  a  critical  cheek 
on  bad  management  and  the  source  of  valuable  suggestion  for 
more  efficient  management.  Pieceworkers,  especially,  are  vitally 
affected  in  their  earnings  by  the  quality  and  efficiency  of  the  man- 
agement. Subordinate  executives  in  the  factory  may  conceal  this 
inefficiency  from  their  superior  officers  for  a  long  time,  but  a  system 
of  free  complaints  makes  this  impossible. 

The  primary  tribunals  or  Trade  Board  should  settle  finally  all 
disputes  as  to  facts;  appeals  should  be  taken  only  when  disputed 
standards  are  involved.  Each  case  before  the  Board  of  Arbitration 
is  an  opportunity  to  establish  one  or  more  standards.  Thus,  unless 
the  industry  is  one  of  great  changes,  the  board  will  find  the  need 
for  its  services  grow  gradually  less  as  both  parties  learn  to  be  gov- 
erned by  standards.  The  immense  value  to  an  industry  of  estab- 
lished standards  should  reconcile  the  parties  to  the  time  consumed 
in  deciding  some  comparatively  unimportant  case  which  happens 
to  afford  opportunity  for  creating  a  standard.  The  board  in  such 
cases  should  get  expert  and  technical  testimony  from  all  sources 
through  witnesses  and  committees  of  investigation,  so  that  the 
work  is  done  once  for  all. 

We  are  so  habituated  to  the  idea  of  labor  as  a  purchased  com- 
modity or  service,  that  it  seems  to  us  quite  natural  for  the  price  of 
it  to  be  determined  by  the  law  of  supply  and  demand  through  the 
bargaining  process.  When  employes  are  unorganized,  they  are 
unable  to  bargain  with  a  large  employer  on  anything  like  equal 
terms;  when  they  are  organized,  the  bargaining  may  take  the  form 
of  industrial  warfare.  Bargaining  cannot  be  equitable  and  fair 
unless  either  party  has  the  right  to  withhold  what  he  is  offering  to 
the  other.  This  principle  is  so  true  that  the  courts  and  legislatures 
have  been  forced  to  legalize  strikes  and  picketing,  notwithstanding 
the  tendency  of  these  measures  to  subvert  law  and  order  and  to 
jeopardize  the  right  of  person  and  property. 

In  the  system  here  described,  the  rate  of  wages  and  piecework 
prices  existing  at  the  beginning  of  the  agreement  was  accepted  as 
the  basis.  Certain  horizontal  advances  were  granted  to  prevail 
during  the  term  of  the  agreement.  At  the  end  of  that  period  the 
whole  question  is  reopened.  If  both  parties  agree  to  arbitrate  this 
major  question  as  they  do  all  others,  the  burden  is  thrown  upon 
the  board  of  arbitration  of  finding  some  governing  principle  from 
which  a  rational  decision  may  be  derived. 
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COMPANY 

By  Joseph  H.  Willits,  Ph.D., 
Wharton  School  of  Finance  and  Commerce,  University  of  Pennsylvania. 

Thoughtful  industrial  managers  are  beginning  to  appreciate 
what  havoc  the  fear  of  loss  of  a  job  works  in  the  mind  of  an  employe. 
An  ever-present  sense  of  impending  calamity  spells  lack  of  hope, 
ambition,  interest  and  efficiency.  Two  of  the  chief  of  these  first- 
rate  creators  of  doom  are  the  fear  of  loss  through  the  ending  of  the 
job  and  the  fear  of  dismissal  through  the  unjust  and  arbitrary  act 
of  an  executive.  Significant  attention  is  being  given  to  the  lessen- 
ing of  these  two  forms  of  this  evil.  The  firm  of  William  Filene's 
Sons  Company  has,  by  the  establishment  of  their  arbitration  agree- 
ment, taken  a  significant  step  in  preventing  arbitrary  dismissal  of 
employes. 

An  Arbitration  Board  of  twelve  members  is  elected  semi-annu- 
ally by  secret  ballot  by  all  the  employes  of  the  store.  In  practice, 
nearly  all  of  the  members  of  this  board  are  from  the  rank  and  file, 
only  two  or  three  being  minor  executives.  Any  employe  of  the  store 
may  bring  a  complaint  before  the  board,  covering  such  cases  in 
which  he  or  she  "has  reason  to  question  the  justice  of  a  decision  by 
anyone  in  a  higher  position  or  by  the  corporation  or  by  a  Filene 
Cooperative  Association  Committee  or  between  the  employes  when 
the  difference  is  in  relation  to  store  matters." 
Some  of  the  other  rules  follow : 

The  decision  of  the  board  is  final  for  all  cases  arising  within  its  jurisdiction. 

In  cases  of  rfiwni«ml  t  two-thirds  vote  of  the  members  of  the  Arbitration 
Board  present  at  the  time  the  osse  is  heard  shall  be  an  order  on  the  store  manager 
for  reinstatement,  provided  that  a  majority  of  the  full  board  be  present. 

In  all  the  other  cases  a  majority  vote  of  the  entire  board  will  decide  the  case 
and  in  casta  of  salary  reduction  shall  be  an  order  for  refund. 

Both  parties  in  the  ease  may  be  present  throughout  the  taking  of  evidence. 

The  appellant  or  the  defendant  may  choose  a  person  to  help  present  his  case 
before  the  board  or  to  act  as  his  representative. 

After  hearing  witnesses  called  by  both  appellant  and  defend- 
ant, and  such  other  witnesses  as  it  may  summon,  the  board 
makes  up  its  decision. 
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The  test  of  the  value  of  any  such  plan  as  this  must  lie  in  the 
answer  to  the  question,  "  How  does  it  work?  "  No  matter  how  cor- 
rect it  may  be  in  its  theoretical  provisions,  it  can  be  of  little  value 
unless  the  attitude  of  the  firm  and  the  employes  is  one  of  ap- 
proval. This  arbitration  system  has  been  in  operation  for  fifteen 
years.  At  first  the  more  extreme  radicals  of  the  employes  were 
elected  to  the  board.  Since  this  necessarily  resulted,  at  times,  in 
decisions  that  were  not  only  unfair  to  the  firm,  but  also  unfair  to 
the  employes,  the  tendency  has  developed  among  the  employe- 
voters  to  elect  more  judicially  minded  employes  to  membership  on 
the  board.  The  practice  of  electing  such  persons  and  reelecting 
them  after  they  have  been  discovered  has  led  to  an  attitude  on  the 
part  of  the  board  which  is  fair  to  the  firm  as  well  as  to  the  indi- 
vidual employe.  Accordingly,  about  55  per  cent  of  the  decisions 
favor  the  employe,  and  45  per  cent  favor  the  employer.  One  of  the 
executives  of  the  employment  department  reports  that  "in  99  per 
cent  of  the  cases  in  which  the  decision  is  against  us,  we  are  wrong." 

The  importance  of  the  work  of  the  board,  however,  lies  less  in 
the  decisions  that  are  made  than  in  the  decisions  and  disputes  which 
are  avoided.  The  executive  who  dismisses  an  employe,  for  example, 
knows  that  his  act  must  satisfy  the  sense  of  fairness  of  a  group  rep- 
resenting the  employes  alone.  Accordingly,  he  refrains  from  taking 
an  action  which  he  knows  will  be  reversed.  Largely  for  this  reason, 
only  a  few  cases  come  before  the  board, — only  two  in  the  four- 
months'  period  from  June  to  September,  1916. 

The  effect  of  this  situation  is  to  make  the  executive  think 
carefully  and  try  to  settle  difficulties  "out  of  court."  Rather  than 
go  before  the  board  and  have  a  poor  case  disclosed,  he  will  per- 
haps have  a  conference  with  the  employment  department,  the 
store  manager,  the  employe  and  the  latter's  representative  who 
is  often  the  Executive  Secretary  of  the  Employes'  Association. 
If  it  develops  in  this  conference  that  the  employe  is  probably  in 
the  right  or  that  there  is  some  justice  on  both  sides  which  permits 
of  fair  compromise  with  good  results,  the  case  is  quite  likely  to  be 
settled  then  and  there  to  the  satisfaction  of  both  aides,  and  an 
arbitration  case  avoided.  This  can  only  be  done,  however,  if  both 
aides  do  get  satisfaction  in  this  manner.  This  pressure  tends  to 
create  cooperation  in  this  way  instead  of  working  against  it  and  for 
friction. 
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Although  the  contrary  might  be  assumed,  this  practice  of  sub- 
jecting the  decisions  of  a  departmental  executive  to  a  higher  review 
involves,  in  practice,  no  undermining  of  the  authority  of  that  execu- 
tive over  his  people.  In  a  recent  meeting  of  the  executives  of  the 
store,  a  question  was  raised  asking  which  executives  had  had  em- 
ployes reinstated  over  their  heads  by  the  board.  Nearly  all  of 
them  had  had  this  experience;  but,  until  the  cases  were  brought  to 
their  attention  none  of  them  recalled  the  experience,  so  harmoni- 
ously had  the  reinstated  employe  been  assimilated  into  the  organ- 
ization. 

The  definite  attitude  of  the  employes  is  necessarily  somewhat 
more  difficult  to  obtain.  It  is  the  universal  attitude  of  the  em- 
ployes that  the  board  is  a  court  of  last  resort,  to  be  used  only  in 
case  there  is  real  justice  in  a  claim.  Very  few  of  them  want  to 
come  before  the  board,  unless  they  have  a  real  grievance  and  most 
employes  will  not  appeal  for  arbitration,  frequently  preferring  to 
keep  their  grievance  to  themselves.  Consequently,  petty  claims 
are  not  brought  up  and  an  employe  generally  has  a  really  just 
claim  of  some  sort  before  he  will  air  it  before  the  board.  In  the 
minds  of  the  employes,  however,  there  exists  always  this  poten- 
tial court  of  appeal,  whose  machinery  is  sufficiently  simple  to 
make  it  practicably  available. 

Surely,  here  is  s  step  in  industrial  democracy  which  is  worthy 
of  more  extensive  attention  and  investigation. 
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THE    METHODS    OF    MAKING    LOCAL    AGREEMENTS 
EMPLOYED   BY  THE  PATTERN   MAKER'S   ASSO- 
CIATION OF  CHICAGO1 

By  F.  S.  Deidlbr, 
Northwestern  University. 

The  methods  of  bargaining  employed  by  the  Pattern  Makers' 
Association  of  Chicago  are  in  many  respects  unique  in  the  field  of 
trade  union  experience.  It  is  customary  to  look  upon  a  trade  union 
as  an  association  that  exists  for  the  purpose  of  securing  an  agreement 
with  employers  through  collective  action.  The  terms  of  such 
agreements  are  ordinarily  reduced  to  a  written  contract  which 
govern  the  conditions  of  service,  in  respect  to  hours,  wages,  etc., 
for  a  specified  period  of  time. 

While  the  Pattern  Makers'  Association  has  a  scale,  all  contracts 
are  made  with  individual  employers  and  the  agreements  are  always 
verbal.  The  officials  of  the  Chicago  association  claim  that  they 
have  had  but  one  strike  in  fourteen  years  and  that  this  dispute  was 
in  reality  a  lockout  rather  than  a  strike.  The  strength  of  this 
organization  lies  in  three  things: 

1.  Pattern  making  is  highly  skilled  work. 

2.  The  small  number  of  men  ordinarily  employed  in  a  shop. 
Four  or  five  men  is  the  usual  number  found  in  a  shop,  although  some 
shops  in  the  city  employ  as  many  as  sixteen  or  eighteen  men.1 
The  smaller  number  of  men  usually  involved  in  a  grievance  renders 
the  financial  strain  of  maintaining  these  men  till  the  dispute  is 
adjusted  less  severe  than  for  most  unions.  The  largest  jobbing 
shop  in  Chicago  is  one  that  the  union  itself  assisted  in  establishing. 
The  importance  of  this  shop  to  the  successful  operation  of  the 
methods  employed  by  this  union  will  be  described  later. 

3.  Because  the  pattern  makers  are  a  small,  compact  group  of 
skilled  workmen,  organization  can  be  made  more  easily  effective. 
The  officers  of  the  union  estimate  that  there  are  about  five  hundred 

i  The  information  presented  in  this  article  was  collected  in  connection  with 
certain  investigations  made  by  the  author  for  the  United  States  Commission  on 
Industrial  Relations. 

1  According  to  a  statement  by  the  local  officers,  the  Allis-Chalmers'  plant  at 
Milwaukee  employs  about  200  pattern  makers,  which  probably  makes  this  the 
largest  pattern-making  plant  in  the  country. 
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pattern  makers  in  the  city  of  Chicago,  and  that  66  per  cent  of  these 
are  members  of  the  union.  On  account  of  these  conditions,  and 
by  means  of  apprenticeship  and  other  rules,  the  union  is  able  to 
maintain  a  more  complete  control  over  the  supply  of  labor  and  the 
conditions  of  employment  than  is  possible  by  many  larger  organi- 
zations. 


In  negotiating  with  employers,  the  local  association  e 


a  large  degree  of  freedom.  The  laws  of  the  pattern  makers'  league, 
the  national  union  in  this  industry,  do  set  some  limits  on  the  action 
of  local  associations  affiliated  with  the  national  union,  but  these 
rules  do  not  place,  a  very  strict  limitation  on  local  activity.  The 
most  important  rules  of  the  league,  are  those  governing  appren- 
ticeship,1 those  prohibiting  members  from  working  on  piece,  pre-' 
mium,  bonus,  or  contract  work,4  and  a  declaration  in  opposition  to 
strikes,  and  favorable  to  arbitration  and  conciliation  as  the  best 
methods  of  adjusting  grievances.1  The  rule  governing  the  pro- 
cedure in  the  case  of  a  grievance  is  ss  follows:  the  local  association 
must,  at  a  specially  called  meeting,  decide  by  a  two-thirds  vote  of 
the  members  present,  to  lay  their  esse  before  the  employers  in- 
volved. The  association  must  then  notify  the  general  president, 
who,  either  personally,  or  some  representative  of  the  league  dele- 
gated by  him,  proceeds  to  the  scene  of  the  controversy  and  en- 
deavors in  conjunction  with  the  local  executive  committee,  to  effect 
a  settlement.  Failing  in  this,  a  local  may  resort  to  a  strike.'  This 
rule  of  the  league  is  of  slight  consequence  as  a  means  of  restricting 
independent  local  action. '  The  only  advantage  that  would  accrue 
to  the  local  by  complying  with  the  rule  would  be  the  strike  benefits 
that  the  members  would  receive  from  the  funds  of  the  national 
body.  As  the  number  of  members  involved  in  any  one  dispute  is 
so  small,  this  rule  can  have  little  effect  on  the  determination  of  local 
policy,  even  in  times  of  a  dispute.  The  local  could  carry  the  finan- 
cial burden  of  a  dispute,  in  case  it  saw  fit  to  do  so.  However,  as 
stated  above,  it  is  contrary  to  the  policy  of  the  Chicago  association 
to  engage  in  strikes.  The  league  has  another  rule  prohibiting  over- 
time, "except  in  cases  of  absolute  necessity,"7  which  means  prac- 

•  Court.  Pattern  Makers'  League  (1913),  p.  19. 

*  Ibid.  p.  22. 

•  Ibid.  p.  7. 

*  Ibid.  p.  17. 
'  Ibid.  p.  22. 
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tically  nothing.  There  are  no  restrictions  on  local  action  in  respect 
to  wages  and  hours. 

The  wage  scale  of  the  Chicago  Pattern  Makers'  Association 
varies  for  different  kinds  of  shops.  Two  principal  kinds  of  shops 
employ  pattern  makers.  First,  the  general  manufacturing  plant 
that  maintains  its  own  pattern  shop.  Some  of  these  shops  in  Chi- 
cago may  employ  only  two  or  three  men,  while  others  may  have  as 
many  as  fourteen  to  sixteen  men.  Second,  the  jobbing  houses. 
Many  manufacturing  plants  find  it  more  economical  to  let  contracts 
for  their  patterns,  rather  than  to  attempt  to  run  a  shop  of  their  own. 
The  wage  scale  in  the  general  manufacturing  plants  is  fifty  cents 
per  hour.  In  some  of  the  jobbing  shops  the  scale  is  as  high  as  sixty 
cents  per  hour.* 

Lack  of  uniformity  is  found  likewise  in  regard  to  the  hours  of 
work.  Some  plants  work  as  few  as  eight  hours  per  day,  while 
others  work  eight  and  one-half  and  some  as  many  as  nine  hours 
perjlay.  The  officers  of  the  union  stated  that  the  pattern  making 
department  of  the  Illinois  Steel  plant  works  ten  hours  per  day,  but 
that  this  is  a  non-union  shop  and  the  conditions  here  are  unusual. 

The  Chicago  Pattern  Makers'  Association  has  a  peculiar  method 
of  controlling  the  wage  scale  and  conditions  of  employment.  For 
many  years  when  new  demands  were  made,  the  men  were  told  by 
the  employers  that  the  business  could  not  stand  the  added  expense. 
The  union  officers  had  no  positive  evidence  as  to  the  accuracy  of  this 
statement.  At  the  present  time,  however,  the  officials  of  the  union 
can  know  with  reasonable  accuracy  what  the  cost  of  a  pattern- 
making  department  should  be  to  the  employer.  This  information 
is  obtained  through  the  experience  that  the  union  has  gained  from 
its  relations  with  the  American  Pattern  and  Model  Company. 

This  company  is  incorporated  under  the  laws  of  Illinois,  and  has 
been  in  operation  now  for  a  period  of  six  years.  The  stockholders 
are  all  members  of  the  Chicago  Pattern  Makers'  Association.  The 
company  was  formed  by  a  subscription  of  shares  on  the  following 
terms:  the  shares  were  issued  in  denominations  of  150.  Any  mem- 
ber of  the  Pattern  Makers'  Association  desiring  to  take  out  a  share 
of  stock  in  the  company  could  do  so  by  the  payment  of  $5  down,  and 
(1  per  week  until  the  face  value  of  the  share  had  been  paid  in.    In 

'  This  stale  does  not  include  the  wages  paid  in  the  American  Pattern  and 
Model  Company's  shop,  which  is  owned  by  members  of  the  union. 
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this  way  the  plant  became  a  cooperative  undertaking,  owned  and 
managed  by  members  of  the  Pattern  Makers'  Association.  ThtB 
company  is  in  direct  competition  with  all  other  pattern-making 
establishments  in  Chicago.  In  fact,  it  is  claimed  that  this  is  the 
largest  jobbing  plant  in  the  city,  as  it  employs  between  thirty  and 
forty  men.  The  shop  is  run  with  strictly  union  labor,  which  is 
paid  the  best  wages,  and  is  given  the  shortest  hours  possible.  The 
latest  safety  devices  are  used,  and  the  general  conditions  of  em- 
ployment are  as  satisfactory  as  they  can  be  made.  The  wage  scale 
in  this  shop  is  62J  and  65  cents  per  hour,  according  to  the  grade  of 
work,  for  an  eight-hour  day,  with  a  half  holiday  on  Saturdays. 
It  is  claimed  that  both  wages  and  hours  are  more  favorable  than  in 
any  other  shop  in  the  city.* 

While  this  shop  is  a  private  corporation,  the  peculiar  relation 
of  the  union  to  its  management  gives  the  union  a  decided  advan- 
tage in  its  bargaining  with  employers  in  other  shops  throughout  the 
city.    These  advantages  may  be  summarized  as  follows : 

1.  Reasonably  accurate  information  concerning  manufacturing 
can  be  obtained.  Should  an  employer  state  that  he  could  not  afford 
to  meet  the  demands  of  the  men,  the  officers  of  the  union  would  be 
in  a  position  to  know  whether  or  not  the  employer  was  making  a 
correct  statement. 

2.  Should  the  employer  refuse  to  accede  to  the  demands,  the 
men  could  be  put  to  work  in  the  shop  of  the  American  Pattern  and 
Model  Company.  From  the  nature  of  this  trade,  it  frequently 
happens  that  these  same  journeymen  can  go  to  the  firm  for  whom 
they  have  been  working,  and  secure  a  contract  for  the  pattern  work 
of  this  plant.  The  firm  has  known  the  work  of  this  journeyman, 
and,  if  the  firm  was  satisfied,  very  often  the  work  will  follow  the 
journeyman.  In  this  way,  the  journeymen  may,  in  case  of  a  dis- 
pute, actually  increase  the  work  of  the  American  Pattern  and  Model 
Company.  While  it  is  true  that  the  space  controlled  by  this  firm 
is  limited,  the  officials  of  the  union  point  to  the  possibility,  although 
it  has  never  been  done,  of  renting  additional  space  and  of  putting  the 
men  to  work,  if  conditions  in  the  industry  warranted  it.  Even  if  the 
men  were  not  put  to  work,  they  could  be  put  on  Btrike  benefits. 
Whichever  way  the  matter  is  handled,  the  effect  on  the  employer 
is  the  same,  for  sinco  the  union  has  so  large  control  over  the  skilled  ' 

*  The  American  Pattern  and  Model  Company  has  constructed  ft  new  build- 
ing at  a  cost  of  $20,000.  This  new  building  has  greatly  increased  the  space  and 
efficiency  of  its  work.  No  dividends  have  been  declared  to  date,  as  all  of  the  earn- 
ings have  been  put  back  into  the  plant  and  equipment. 
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pattern  makers,  the  employer  is  practically  forced  to  get  any  addi- 
tional workmen  through  the  union.  New  men  will  not  be  furnished 
except  at  the  rates  demanded.  This  explains  why  it  is  not  neces- 
sary for  the  pattern  makers  to  strike. 

The  foregoing  method  can  be  used  even  though  there  is  no 
dispute.  Whenever  the  union  decides  that  any  particular  shop  is 
paying  less,  or  working  longer  hours,  than  it  should,  the  men  may  be 
withdrawn  and  put  to  work  in  their  own  Bhop.  When  the  employer 
calls  for  more  men,  he  is  informed  that  the  conditions  as  to  wages 
Or  hours  in  his  shop  are  not  satisfactory.  He  is  told  that  if  he 
expects  to  hold  his  men,  it  will  be  necessary  to  pay  a  little  more  or 
to  give  his  men  better  conditions.  In  this  way,  the  union  has  used 
its  relations  with  the  American  Pattern  and  Model  Company  to 
improve  working  conditions  for  its  members. 

The  relation  of  the  union  to  this  company  gives  the  union  a 
line  upon  another  problem  in  the  industry.  For  a  long  time,  one 
of  the  principal  menaces  to  standard  conditions  was  the  small 
pattern  maker,  who  would  underbid  the  union  scale  in  order  to  get 
a  job.  Having  secured  the  contract  he  would  work  long  hours, 
and,  if  he  required  help  on  the  job,  he  would  pay  the  lowest  rates. 
More  because  of  the  hours  worked  than  the  wages  paid,  this  small 
pattern  maker  was  a  disturbing  factor  to  the  industry.  Two  things 
are  accomplished  through  the  American  Pattern  and  Model  Com- 
pany which  are  very  useful  to  the  union  in  its  attempts  to  deal  with 
this  problem.  Some  of  these  small  jobbers  are  members  of  the 
union.  Frequently  this  fact  is  found  out  through  the  company, 
in  this  way.  The  company  has  submitted  a  bid  on  a  job  and  fails  to 
secure  it.  Being  an  interested  party  the  officials  of  the  company 
make  inquiries  as  to  who  obtained  the  work.  Thus,  members  of 
the  Pattern  Makers'  Association,  who  are  inclined  to  break  down 
union  standards,  may  be  detected,  and  thereafter  disciplined.  In 
the  second  place,  the  jobbers  may  undertake  to  cut  prices  for  job- 
bing work,  with  the  view  of  underbidding  the  American  Pattern 
and  Model  Company  and  thus  driving  the  company  out  of  business. 
However,  the  company  has  the  advantage  in  competition  of  this 
character,  because  it  does  not  have  to  earn  a  profit.  The  stock- 
holders are  more  interested  in  continuous  employment  than  in  the 
dividends  declared  on  their  shares.  Therefore,  this  company  can 
afford  to  take  work  at  cost  of  production  and  continue  to  operate 
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indefinitely  on  that  basis.  Besides,  the  small  jobber  cannot  handle 
the  larger  orders,  because  he  is  not  equipped  either  as  to  space,  or 
tools,  for  handling  the  larger  work,  therefore,  this  kind  of  competi- 
tion is  restricted  to  the  smaller  jobs.  The  power  of  the  union 
through  its  connections  with  this  company,  whether  considered  in 
its  relation  to  the  small  jobbing  competitor,  or  to  the  employer 
unwilling  to  pay  the  scale,  is  in  a  large  measure  a  potential  force. 
How  extensively  it  is  used  depends  upon  the  urgency  of  the  case. 

In  this  unique  way,  a  small  compact  group  of  skilled  workmen 
have  organized  and  carry  on  regular  trade  union  functions.  Agree- 
ments with  the  employer,  while  conforming  to  the  normal  repre- 
sentative methods  through  union  officials,  are  more  completely 
individualized  than  is  usual  in  collective  trade  union  action.  The 
agreement  is  always  verbal,  and  because  of  the  character  of  the  work, 
it  is  frequently  in  respect  to  a  particular  man.  It  may  happen  that 
only  a  very  few  men  are  capable  of  making  the  kind  of  patters 
specified.  But  whether  this  be  the  case  or  not,, the  officer  of  the 
union  is  called  upon  to  furnish  a  specified  number  of  men  who  are 
capable  of  doing  a  definite  kind  of  work.  Through  its  connections 
with  the  American  Pattern  and  Model  Company  the  union  holds  a 
strategic  advantage  in  its  endeavors  to  protect  and  improve  work- 
ing conditions,  that  is  possessed  by  few,  if  any,  other  unions  In  the 
country.  No  attempt  is  here  made  to  argue  that  the  experience  of 
this  union  can  be  extended  successfully  to  other  organizations. 
The  information  is  presented  to  show  what  different  methods. may 
be  employed  by  trade  unions  as  aids  in  collective  bargaining. 
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SHALL  FREE  COLLECTIVE  BARGAINING  BE 
MAINTAINED? 

By  Carl  H.  Motb, 
Indianapolis,  Indiana. 

During  the  years  I  was  enrolled  as  a  student  in  college  I  was 
a  member  of  an  intercollegiate  debate  team  which  had  the  affirma- 
tive of  the  proposition,  "The  power  of  the  federal  government 
should  be  extended  over  corporations  engaged  in  interstate  com- 
merce." It  was  not  until  long  after  the  debate  was  held  and  my 
team  had  been  beaten  that  I  came  to  realise  we  had  overlooked  our 
very  strongest  argument,  namely:  That  the  power  of  Congress 
had  already  been  extended  over  corporations  engaged  in  interstate 
commerce  and  that  the  act  creating  the  Interstate  Commerce 
Commission  by  which  this  was  definitely  accomplished  was  a  matter 
of  political  and  social  necessity — an  evolution  of  our  industrial 
society.  I  am  not  going  to  overlook  a  similar  opportunity 
to  call  attention  at  the  outset  of  this  paper  to  the  spread  of  collective 
bargaining  during  the  past  fifty  years  and  to  cite  this  unbroken 
growth  of  its  popularity  as  a  very  plausible  consequence  of  its 
inherent  merit — as  a  tangible  reason  why  collective  bargaining 
ought  to  be  maintained. 

As  a  parallel  of  the  case  I  have  in  hand,  knowing  that  people 
must  eat,  I  might  as  well  be  charged  with  the  task  of  contending 
for  the  maintenance  of  bake-shops,  or,  knowing  they  are  possessed 
with  religious  and  educational  instincts,  of  contending  for  the 
maintenance  of  churches  and  schools.  Collective  bargaining  is 
based  upon  the  group  instincts  of  man  but  in  this  age  it  is  also  a 
normal  product  of  our  industrial  society  which,  itself,  tends  to 
promote  group  or  class  consciousness. 

Free  collective  bargaining  means  undoubtedly  that  the  dif- 
ferences between  capital  and  labor,  employer  and  employe,  shall 
be  solved,  if  solved  at  all,  by  those  agencies  which  capital  and 
labor,  employer  and  employe,  working  together  and  alone,  are  able 
to  provide.  In  a  practical  sense,  free  collective  bargaining  implies 
the  use  of  the  trade  agreement  and  an  unbroken  and  unending  effort 
214 
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at  organization  until  there  is  a  complete  federation  of  all  workers 
joined  together  for  a  common  purpose.  We  may  well  doubt 
whether  complete  amalgamation  of  the  workers  is  attainable  and 
it  is  best  perhaps  to  consider  collective  bargaining  in  terms  of 
present  or  proximate  limitations.  We  have  to  ask  ourselves 
whether  the  success  of  collective  bargaining  as  applied  approxi- 
mately to  15  per  cent  of  the  workers  has  fully  justified  itself. 

As  a  matter  of  fact,  free  collective  bargaining  is  not  now  being 
maintained  to  any  appreciable  extent.  Collective  bargaining 
cannot  be  said  to  be  wholly  free  where  state  conciliation  and  arbitra- 
tion boards  are  accessible  to  parties  when  collective  bargaining  has 
failed,  or  are  likely  to  intervene  on  their  own  motion  when  differences 
have  reached  the  acute  state.  It  cannot  be  said,  in  the  circum- 
stances, that  collective  bargaining  is  free  when  hours  of  labor, 
working  conditions  and  even  wages  are  fixed  by  law.  What  we 
mean  rather  is  collective  bargaining,  free  from  unreasonable  legal 
restraints  and  reasonably  free  from  the  operation  of  other  devices  in 
the  same  field. 

We  have  hours-of-service  laws  in  most  of  the  states,  federal 
hours-of -service  acts,  a  great  body  of  laws,  federal  and  state,  govern- 
ing working  conditions,  and  finally  minimum  wage  laws  in  seventeen 
or  eighteen  states  applying  to  women  and  minors.  This  mass  of 
legislation  may  be  regarded  as  supplementary  to  the  achievements 
of  collective  bargaining  or  as  evidence  of  a  distinct  and  separate 
movement  in  the  direction  of  greater  state  interference  with  labor 
and  industry.  We  may  regard  the  tendency  to  fix  wages,  hours 
and  conditions  of  service  by  law  as  a  supplemental  phase  of  collect- 
ive bargaining  or  as  an  alternative.  In  the  measurement  of  any 
scheme  we  have  to  consider  its  operation  from  a  threefold  point  of 
view,  namely:  the  elevation  of  labor,  the  orderly  development  of  in- 
dustry and  the  peace  of  society.    It  is  so  with  collective  bargaining. 

Turning  to  the  realm  of  mere  theories  that  fail  to  work,  we 
have  one  setting  forth  an  ideal  condition  in  which  capital  and  labor 
would  cooperate  for  their  mutual  benefit.  This  theory  appears 
feasible  enough  until  we  remember  that  capital's  wonted  policy 
is  to  pay  out  in  wages  precisely  what  is  demanded  to  maintain 
production  at  a  given  rate,  and  no  more;  or  that  labor's  wonted 
policy  is  to  collect  the  greatest  wage  obtainable  for  a  given  service. 
It  is  because  of  the  conflict  that  arises  at  this  point  of  difference 
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that  employee  organise  to  do  collectively  what  experience  has  proved 
they  cannot  do  individually.  It  is  because  of  this  point  of  dif- 
ference that  collective  bargaining  has  become  an  established  fact  in 
many  industries. 

In  the  realm  of  mere  theories,  we  have  another  which  takes 
into  the  assumed  partnership  between  capital  and  labor,  a  third 
which,  it  is  maintained,  is  most  potent  of  all — the  public.  "It  is 
therefore  necessary,"  says  one  writer,  "for  employers  to  join 
with  employers,  for  employes  to  join  with  employes,  and  these 
two  with  the  people  to  form  a  triumvirate — and  then  get  busy  and 
take  the  'dust'  out  of  industry." 

Actually,  this  statement  is  not  far  from  a  practical  solution 
of  the  problem,  although  the  writer  failing  to  specify  just  what 
he  expects  the  "people"  to  do,  one  is  left  to  speculate  with  regard 
to  the  exact  nature  of  their  part.  The  truth  is  that  the  "people," 
except  as  they  have  been  spurred  on  by  the  proponents  of  trade 
unionism,  have  not  accomplished  anything  of  great  moment  or 
figured  prominently  as  a  solving  factor.  The  "people"  make  a 
great  fuss  when  the  street  cars  stop  running.  They  denounce 
Mother  Jones  or  the  railroads  or  both,  when  coal  reaches  a  prohib- 
itive price  and  sneer  at  the  labor  picket  because  he  does  not  seem 
to  be  as  busy  as  the  "people"  think  they  are.  Otherwise,  we  have 
to  offer  on  behalf  of  the  "people"  the  famous  Adamson  law,  passed 
during  the  last  session  of  Congress  with  the  avowed  purpose  of 
avoiding  a  strike  but  in  the  light  of  recent  developments  rather  of 
postponing  it  until  after  a  presidential  election.  This  law,  the 
only  purpose  of  which  seems  to  have  been  a  temporary  political 
advantage  sought  by  the  party  in  power,  is  promised  a  legal  attack 
equal  to  the  stoning  of  Achan. 

Nevertheless,  a  wiser  and  more  vigilant  part  in  the  solution  of 
our  industrial  problems — in  the  elevation  of  labor,  promotion  of 
industrial  progress  and  the  establishment  of  peace — certainly  must 
rest  with  the  "people,"  if  we  are  to  proceed  satisfactorily. 

From  the  very  nature  of  the  service  performed,  collective 
bargaining  cannot  prove  very  satisfactory  as  a  method  of  adjusting 
the  differences  between  capital  and  labor  in  the  field  of  public 
utilities.  Here  regular,  prompt  and  adequate  service  is  of  such 
great  importance  to  all  the  people  that  no  lapse  due  to  strikes 
or  lockouts  ought  to  be  allowed.    Of  course,  the  employes  of  a 
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street  car  company,  for  instance,  have  a  right  to  strike  when  the 
operating  executives  of  the  company  decline  to  hear  the  grievances 
of  the  men  from  their  representative  committees  or  to  submit  differ- 
ences that  cannot  be  adjusted  otherwise  to  arbitration.  Likewise, 
the  operating  executives  of  a  street  car  company  have  a  right  to 
deny  the  demands  of  their  employes  when  the  latter  refuse  to  submit 
persistent  differences  to  arbitration,  as  the  railroad  brotherhoods 
did  prior  to  the  enactment  of  the  Adamson  law.  It  is  at  these 
points  especially  that  the  "people"  should  exercise  their  inherent 
power — power  that  exists  by  virtue  of  the  character  of  enterprise 
concerned.  The  "people"  ought  to  intervene  for  their  own  general 
good  and  they  ought  to  be  possessed  with  machinery  adequate  to 
effect  an  adjudication. 

Not  that  the  state  will  ever  be  able  to  compel  men  to  work 
but  that  in  extreme  cases  when  its  awards  have  been  made,  the 
employes  of  a  public  utility  may  have  the  option  of  accepting  the 
award  or  of  having  their  places  filled  by  other  men.  Undoubtedly, 
the  state  would  appear  to  better  advantage  in  using  its  police  power 
to  enforce  its  own  award  or  order  than  it  does  now  when  the  police 
power  is  invoked  to  protect  "strike  breakers"  employed  by  a 
privately-owned  enterprise  even  though  the  public  convenience 
may  be  involved  in  both  cases. 

Fortunately,  we  already  have  the  necessary  machinery  for  the 
adjudication  of  differences  between  employer  and  employe  in  the 
field  of  public  utilities.  The  federal  government  maintains  the 
Interstate  Commerce  Commission  and  practically  all  the  states 
maintain  public  service  commissions.  In  their  respective  jurisdic- 
tions, these  bodies  already  have  administrative  power  approximating 
that  of  wage  boards.  They  already  are  empowered  to  fix  reasonable 
rates  for  service,  to  determine  a  standard  of  service  and  to  super- 
vise and  authorize  stock  and  bond  issues.  Wages,  hours  and  con- 
ditions of  service  of  the  men  employed  in  the  operation  of  a  public 
utility  are  bo  closely  related  to  the  element  of  service  from  the  con- 
sumer's standpoint  that  no  regulatory  body  can  successfully  control 
the  latter  without  regulation  of  the  former.  Moreover,  what  is 
more  logical  as  a  corollary  of  the  proposition  that  regulatory  bodies 
in  the  field  of  public  utilities  empowered  to  supervise  rates,  service, 
and  capital  also  should  supervise  wages,  which  enter  into  these 
other  elements? 
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Eighteen  states  already  maintain  minimum  wage  boards  with 
jurisdiction  over  the  wages  of  women  and  minora  and  this  further 
grant  of  power  to  the  Interstate  Commerce  Commission  and 
to  the  public  service  commissions  of  the  states  ought  to  be  upheld 
under  our  present  constitutions  on  practically  the  same  grounds  as 

minimum  wage  laws. 

Outside  the  field  of  public  utilities,  it  does  not  appear  that 
we  shall  be  able  to  find  any  method  of  adjudicating  the  differences 
between  employer  and  employe  equal  to  collective  bargaining. 
Within  the  field  of  public  utilities,  there  ought  to  be  as  little  in- 
terference on  the  part  of  the  state  with  employer  and  employe  as 
we  may  find  consistent  with  the  proposition  that  no  lapse  of  service 
is  to  be  tolerated. 

There  can  be  no  doubt  that  the  fight  of  the  trade  unions  of  this 
country  to  establish  the  principle  and  spread  the  practice  of  col- 
lective bargaining  properly  deserves  to  rank  as  the  most  potent  in- 
fluence extant  for  shorter  hours,  higher  wages  and  better  working 
conditions.  Progress  in  those  trades  where  collective  bargaining 
has  become  an  established  fact  has  been  especially  marked. 

Many  other  influences,  it  is  true,  have  functioned  to  the  same 
end  but  the  trade  union  movement  stands  out  conspicuously  as 
greatest  of  all.  It  is  upon  the  principle  of  collective  bargaining 
that  the  trade  union  movement  rests  in  this  country  and  we  shall, 
therefore,  have  to  bear  in  mind  that  the  achievements  of  the  one  are 
achievements  of  the  other;  that  the  history  of  the  one  is  the  history 
of  the  other.  We  shall  have  to  bear  in  mind  also  that  the  trade 
unions  with  collective  bargaining  as  their  shibboleth  "have  had  to 
fight  the  lawmakers  and  the  judges,  the  police  power  and  those  who 
usurped  police  power,"  and  that  "nothing  has  been  won  without  a 
struggle." 

In  behalf  of  collective  bargaining,  it  may  be  urged  that  three 
million  American  workmen,  more  or  less,  by  virtue  of  their  organ- 
ization for  that  purpose,  have  been  able  to  maintain  a  wage  scale  far 
above  that  of  the  unorganized  trades;  that  the  evils  of  child  and 
woman  labor  have  been  effectively  checked  or  eradicated;  that 
hygienic,  sanitary  and  safety  laws  have  been  wrung,  one  by  one, 
from  unwilling  legislative  bodies;  that  the  standard  of  intelligence 
and  of  enlightened  citizenship  within  the  organized  trades  has  risen 
year  by  year;  that  the  membership,  being  trained  to  service  in  groupis, 
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has  learned  the  lesson  of  obedience,  discipline  and  team  work;  and 
finally  that  the  unorganized  trades,  the  35  per  cent  of  American 
workmen,  have  benefited  either  directly  or  indirectly  by  what  we 
may  call  the  "tyranny  of  the  minority."  So  far  as  the  influence  of 
collective  bargaining  is  concerned  as  a  factor  for  enlightened 
citizenship,  for  obtaining  comfortable  wages  and  sufficient  leisure 
for  recreation,  it  stands  paramount  in  the  field  of  industry. 

The  trade  union  movement  may  have  failed  to'  develop  a 
sufficient  number  of  skilled  workmen  for  healthy  industrial  progress 
because  of  the  collapse  of  the  apprenticeship  system,  and  therefore 
collective  bargaining  might  be  said  to  be  responsible  for  having  re- 
tarded our  industrial  development.  The  facts,  however,  are  that  our 
failure  to  train  skilled  workmen  is  due  more  to  the  direction  of  our 
industrial  development,  to  the  advent  of  machine  production  and  of 
extreme  specialisation  than  anything  else.  Trade  unionists  frankly 
admit  the  failure  of  the  apprentice  system  and  in  their  active  support 
of  the  movement  for  industrial  education  are  doing  everything 
possible  to  overcome  what  is  being  lost  in  the  passing  of  apprentice- 
ship. 

Australian  and  New  Zealand  experiments — experiments  carried 
on  in  an  industrial  society  far  less  complex  than  our  own — show  con- 
clusively that  compulsory  arbitration  is  merely  a  name;  that  the 
state  in  extreme  crises  is  unable  to  compel  men  to  work  when 
otherwise  disposed;  that  actually  the  device  is  a  failure  when 
applied  to  cases  where  it  is  most  needed.  Compulsory  conciliation 
and  arbitration  "does  not  compel,  it  does  not  conciliate,  neither 
does  it  arbitrate.  Like  the  peddler's  razor,  it  was  made  to  sell 
and  not  to  Bhave."  Compulsory  arbitration  is  opposed  by  organised 
labor  and  by  organized  and  unorganized  employers.  In  the  general 
field  of  industry  it  will  not  operate  because  men  cannot  be  compelled 
to  work  against  their  will  and  besides  it  is  an  instrument  of  doubtful 
merit  even  though  it  might  be  made  effective. 

,-  -  "Compulsory  investigation,  a  device  used  in  Canada  since  1907, 
where  it  applies  to  transportation,  communication,  mining,  gas, 
light,  water  and  power  enterprises,  is  open  to  practically  every 
objection  to  be  urged  against  compulsory  arbitration  and  in  theory 
at  least  lacks  the  advantages  that  would  Sow  out  of  compulsory 
arbitration,  assuming  that  the  parties  to  an  industrial  controversy 
could  be  compelled  to  arbitrate  their  differences  and  to  abide  by  the 
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awards  of  a  board  appointed  against  their  will.  Nine  yean' 
experience  with  compulsory  investigation  in  Canada  shows  a  high 
percentage  of  failure  to  avert  strikes  as  well  as  numerous  instances 
where  the  law  was  disregarded  altogether  in  calling  strikes.  It  is 
quite  as  objectionable  to  organised  labor  as  compulsory  arbitration. 
President  Wilson's  program  announced  in  connection  with  his 
recommendation  of  the  Adamson  bill,  and  renewed  in  his  recent 
message  to  Congress,  which  includes  the  enactment  of  a  law  after 
the  plan  of  the  Canadian  Industrial  Disputes  Investigation  Act, 
was  scarcely  published  in  the  newspapers  until  Mr.  Gompers 
attacked  it.  Obviously,  Mr.  Gompers  was  waiting  until  after 
the  election  for  the  main  assault.  The  Canadian  law,  framed 
obviously  on  the  admitted  principle  that  men  cannot  be  made  to 
work  when  they  will  otherwise,  does,  as  a  matter  of  fact,  undertake 
to  compel  them  to  work  during  a  certain  period,  pending  investiga- 
tion by  official  authority,  and  to  that  extent  is  opes  to  the  same 
objection  as  compulsory  arbitration. 

Of  course,  it  is  legally  possible  to  fix  wages,  hours  and  working 
conditions  directly  by  law,  but  manifestly  this  is  an  impossible 
task  in  practice  and  one  altogether  beyond  the  normal  functions 
of  legislative  bodies.  Until  the  enactment  of  the  Adamson  law,  it 
was  definitely  understood  that  organized  labor  and  the  American 
Federation  of  Labor,  especially,  were  unalterably  committed  to  the 
principle  of  collective  bargaining  and  unalterably  opposed  to  all 
other  methods  of  regulating  wages  and  hours. 

The  1915  convention  of  the  American  Federation  of  Labor 
defeated  a  resolution  of  socialist  origin  advocating  direct  legis- 
lation to  obtain  the  eight-hour  day  and  reaffirmed  a  resolution 
adopted  at  the  1914  convention,  of  directly  opposite  purport.  In 
part,  this  resolution  was  as  follows: 

The  American  Federation  of  Labor,  as  in  the  past,  again  declares  that  the 
question  of  the  regulation  of  wages  and  hours  should  be  undertaken  through 
trade  union  activity,  and  not  to  be  made  subjects  of  laws  through  legislative 
enactment.     It  cannot  be  overemphasized  that  the  wage-earners  must  depend 

upon  their  economic  organizations  for  securing  a  shorter  work  day 

To  secure  a  shorter  work  day  by  any  other  method  makes  it  necenary  for  the 
wage-earners  to  delegate  to  other  authorities  other  things  which  vitally  affect 
them,  and  which  constitute  a  limitation  upon  their  activities  and  their  rights, 
and  thus  finally  lessen  their  freedom. 
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It  is  a  fact  that  in  so  far  as  legislative  bodies  assume  the  funo- 
tion  of  limiting  hours  and  fixing  wages,  collective  bargaining  will 
have  to  be  given  up  and  it  is  in  the  railroad  train  service  that 
collective  bargaining  has  attained  the  zenith  of  its  power.  The 
Adamson  law  was  badly  framed  and  in  all  probability  present  trade 
agreements  will  be  abrogated  or  modified  to  suit  the  railroads. 
Worst  of  all,  conditions  attending  the  passage  of  the  Adamson  act 
have  weakened  the  brotherhoods  before  the  public  and  in  the 
event  a  strike  is  finally  called  there  will  be  a  general  want  of  sym- 
pathy with  the  strikers'  cause.  Out  of  all  this,  however,  we  may 
hope  that  the  Interstate  Commerce  Commission  may  be  charged 
with  complete  jurisdiction  over  wages  and  hours  in  the  railroad 
service,  a  natural  and  inevitable  disposition  of  the  problem. 

There  are  strong  indications  that  the  railroad  brotherhoods, 
who  would  now  be  violently  opposed  to  surrendering  any  part  of  the 
wage-bargain  function,  took  a  step  in  accepting  the  Adamson  law 
from  which  there  is  no  returning.  Having  already  estranged  a 
considerable  number  of  trainmen  in  an  effort  to  coerce  them  into 
blind  support  of  the  Adamson  act,  the  brotherhood  leaders  will 
have  serious  difficulty  now  in  effecting  an  orderly  retreat. 

The  railroad  brotherhoods  are  conspicuously  a  non-striking 
organization.  This  is  their  history.  It  is  true  that  they  have 
engaged  in  strikes,  but  a  strike  nevertheless  is  the  exception.  Not- 
withstanding the  seriousness  of  the  indictment  and  the  hesitancy 
with  which  it  is  brought,  I  am  persuaded  that  the  strike  vote 
preceding  the  recent  surrender  to  political  domination  by  Congress 
and  the  President  of  the  United  States,  was  a  "frozen"  vote,  and 
that  the  brotherhoods  surrendered  only  because  they  believed  it 
would,  may  I  say,  save  their  own  hides?  It  is  a  regrettable  fact 
that  the  brotherhood  leaders  were  willing  to  practice  a  colossal 
deceit  on  their  membership.  Finally,  it  may  be  said  in  all 
fairness  and  justice,  that  they  deserve  what  they  eventually  will 
receive,  the  condemnation  of  their  own  membership  and  of  the 
public  generally  for  delivering  over  their  organization  to  a  political 
party  as  a  part  of  a  political  bargain.  The  condition  in  which  the 
brotherhoods  find  themselves  suggests  the  beginning  of  an  attempt 
to  handle  the  wage  question,  in  the  field  of  public  utilities  in  an 
altogether  new  way.  The  beginning  might  as  well  be  made  with  the 
railroads  doing  an  interstate  business. 
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As  a  practical  proposition,  outside  the  field  of  public  utilities, 
we  have  nothing  that  can  take  the  place  of  collective  bargaining, 
and  we  shall  therefore  have  to  content  ourselves  with  whatever 
advantages  the  trade  agreement  offers  and  provide  ourselves  against 
whatever  disadvantages  it  entails.  To  this  end  we  ought  to  legalise 
fully  employers'  and  employes'  associations  and  to  recognise  them  as 
our  greatest  security  against  destructive  labor  struggles.  We  ought 
to  encourage  associations  of  both  groups  and  extend  to  them  what- 
ever protection  the  law  can  afford.  In  this  event,  we  shall  have  a 
democratic  approach  to  the  solution  of  our  problem  and  therefore 
a  reasonably  satisfactory  solution  because  the  parties  most  inter- 
ested will  have  had  a  voice  in  reaching  the  solution. 
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By  L.  E.  Hoffman, 
Little  Bock,  Arkansas. 

Under  the  Constitution  of  the  United  States  the  power  to  reg- 
ulate interstate  commerce  is  delegated  to  Congress,  limiting,  to  the 
several  states  the  control  and  regulation  of  commercial  intercourse 
wholly  within  their  respective  borders.  The  most  general  common 
carriers  transporting  commerce  between  the  states  are  railroads,  so 
legislation  to  prevent  interruption  to  interstate  commerce  may 
properly  be  confined  to  them. 

The  first  noteworthy  interruption  to  railroad  communication 
because  of  contentions  between  carriers  and  their  employes  occurred 
in  the  historic  strike  of  1877.  Notwithstanding  considerable  injury 
and  inconvenience  resulting  to  participants  and  other  citizens, 
Congress  took  no  official  note  of  the  fact  until  the  act  of  October 
1,  1888,  which  authorised  the  selection  and  appointment  of  ar- 
bitrators upon  the  written  proposition  of  either  party  to  a  contro- 
versy involving  interstate  carriers  and  their  employes.  This  act 
provided  that  one  arbitrator  should  be  chosen  by  the  carrier,  one  by 
employes  and  a  third  should  be  selected  by  these  two  arbitrators 
representing  the  parties  to  the  controversy.  This  board  had  power 
to  administer  oaths,  take  testimony  and  investigate,  mediate  and 
arbitrate.  The  act  also  empowered  the  President  at  his  discretion 
to  select  two  commissioners,  one  at  least  to  be  a  resident  of  the  state 
in  which  the  controversy  arose,  who,  with  the  Commissioner  of 
Labor,  would  constitute  a  temporary  commission  to  examine  causes 
of  the  controversy,  conditions  accompanying  it,  and  the  best  means 
for  adjusting  it.  The  services  of  such  commissioners  could  be  ten- 
dered by  the  President  voluntarily,  requested  by  either  participant, 
or  even  applied  for  by  the  executive  of  the  state  in  which  the 
difficulty  arose. 

Decisions  of  an  arbitration  board,  aim  the  findings  of  a  com- 
mission, were  to  be  made  public,  but  the  contesting  parties  might 
elect  to  abide  by  or  disregard  the  decision  reached,  since  the  law 
placed  no  restraint  whatever  upon  either  party.    However,  no 
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effort  was  ever  made  to  utilize  ita  arbitration  feature  and  but  one 
commission  was  created  to  report  upon  a  strike — that  of  1894.  In 
view  of  the  restricted  scope  of  this  law  it  was  repealed  when  the 
more  comprehensive  statute  known  as  the  Erdman  Arbitration 
Act  was  passed  June  1,  1898. 

The  Erdman  Act  applied  to  railroads  and  employes  actually 
engaged  in  train  operation,  thereby  embracing  conductors,  brake- 
men,  engineers,  firemen,  switchmen  and  telegraphers.  It  provided 
that  whenever  a  controversy  seriously  interrupted  or  threatened  to 
interrupt  interstate  commerce,  the  chairman  of  the  Interstate  Com- 
merce Commission  and  the  Commissioner  of  Labor  should,  as  medi- 
ators, upon  request  of  either  party,  or  both,  use  their  best  efforts  by 
mediation  and  conciliation  to  settle  the  same  amicably,  but  if  un- 
successful, they  should  endeavor  to  have  the  controversy  arbitrated 
under  provisions  of  the  act.  In  case  of  arbitration,  a  board  of 
three  members  was  to  be  selected  as  follows:  one  member  to  be 
named  by  the  carrier;  a  second  by  the  labor  organization  or  com- 
mittee representing  the  employes;  and  a  third  to  be  chosen  by  these 
two  within  five  days.  In  case  of  failure  to  select  the  third  arbitrator 
in  this  manner,  he  was  to  be  named  by  the  mediators.  As  a  rule 
tiie  selection  of  the  third  arbitrator  proved  difficult,  since  he  had 
to  be  acceptable  to  both  sides  and  in  several  instances  when  chosen 
was  unwilling,  or  not  in  position,  to  serve.  A  copy  of  every  agree- 
ment of  arbitration  after  its  execution  by  the  contending  parties, 
and  being  duly  acknowledged  before  a  notary  public  or  clerk  of 
a  district  or  circuit  court  of  the  United  States,  was  filed  with 
the  Interstate  Commerce  Commission  for  record.  » 

Attempts  were  made,  but  without  success,  to  invoke  the  pro- 
visions of  this  law  in  1899  and  in  1906.  From  1907  to  1912  in- 
clusive, the  services  of  the  mediators  were  made  use  of  more  fre- 
quently. In  1910  sixteen  applications — the  maximum  in  any  one 
year — were  made  to  the  mediators  for  their  friendly  offices.  From 
the  passage  of  the  law  to  December  31,  1911,  a  total  of  forty-eight 
cases  were  bandied  by  the  mediators,  of  which  twelve  were  arbi- 
trated. In  only  three  of  these  cases  were  the  two  arbitrators  able  to 
agree  upon  the  third,  thus  necessitating  that  the  two  mediators  se- 
lect the  arbitrator. 

After  the  arbitration  board  had  been  duly  appointed,  the  statute 
required  them  to  commence  their  hearings  within  ten  days  and 
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conclude  their  investigation  and  announce  the  award  within  thirty 
days  from  the  time  of  appointment  of  the  third  arbitrator.  Fending 
the  arbitration,  the  status  existing  immediately  prior  to  the  dispute 
remained  unchanged,  except  that  no  employe  should  be  compelled 
to  perform  service  without  his  consent.  Upon  completion  of  their 
work  the  arbitrators  filed  their  award,  with  all  papeos,  proceedings 
and  testimony,  in  the  clerk's  office  of  the  circuit  court  and  their 
finding  was  conclusive  upon  both  parties,  unless  temporarily 
suspended  pending  disposal  of  exceptions  filed  by  either  party 
within  ten  days  thereafter,  or  unless  the  award  was  set  aside  for 
error  of  law  by  the  circuit  court  or  on  appeal  therefrom 
to  the  circuit  court  of  appeals,  whose  decision  was  final.  The 
law  provided  that  employes  displeased  with  the  award  should  not 
quit,  nor  employers  dismiss  their  employes  within  three  months 
after  such  award  was  made,  without  giving  each  other  thirty  days' 
notice  in  writing  of  their  intention.  The  award  remained  in  effect 
for  one  year  after  it  went  into  practical  operation,  and  no  new  ar- 
bitration upon  the  same  subject  between  the  parties  to  the  original 
controversy  could  be  had  within  the  year  unless  the  award  was  set 
aside  by  a  court  of  proper  jurisdiction.  The  law  provided  no  pen- 
alty in  case  the  parties  involved  failed  to  comply  with  the  findings 
of  an  award,  but  there  was  never  an  instance  where  either  party 
disregarded  the  award  of  an  arbitration  board. 

Other  provisions  in  the  act  were:  employes  individually 
should  not  be  heard  by  arbitrators  unless  the  complaining  employes 
constituted  a  majority  of  that  grade  and  class  in  the  service  of  the 
same  employer;  pending  the  outcome  of  the  arbitration  the  em- 
ployer should  not  discharge  any  employes,  parties  thereto,  without 
sufficient  cause,  nor  should  an  organisation  representing  the  em- 
ployes order,  aid  or  abet  a  strike;  in  every  incorporation  under 
United  States  statutes  it  must  be  provided  in  the  articles  of  incor- 
poration, constitution,  rules  and  by-laws  that  members  should  be 
ousted  in  case  they  used  force  or  violence  during  strikes,  lockouts  or 
boycotts,  or  sought  to  prevent  others  from  working  through  vio- 
lence, threats  or  intimidations;  individual  members  should  not  be 
liable  for  the  acts,  debts  or  obligations  of  such  incorporations  or  vice 
versa;  and  further,  the  act  made  guilty  of  a  misdemeanor  subject 
to  stated  penalties,  any  employer,  officer  or  agent  who  required  an 
employe  to  agree  not  to  become  a  member  of  any  labor  organisation, 
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or  who  threatened  loss  of  employment,  or  discriminated  against 
any  employe  because  he  belonged  to  or  might  become  a  member  of 
a  labor  organisation,  or  required  an  employe  to  contribute  to  any 
fund  for  charitable,  social  or  beneficial  purposes,  or  release  his  em- 
ployer from  legal  liability  for  personal  injury  by  reason  of  benefits 
received  from  such  fund  beyond  the  proportionate  benefits  resulting 
from  the  employer's  contribution  to  such  fund;  or  who,  after  having 
discharged  an  employe,  attempted  or  conspired  to  prevent  such  em- 
ploye or  any  employe,  voluntarily  quitting  his  position,  from  ob- 
taining employment.  Only  one  provision  of  the  law  specifically 
referred  to  employes  as  individuals  who  were  not  members  of 
labor  organizations;  all  other  provisions  related  to  organised  as 
well  as  unorganised  labor. 

Under  the  law  the  mediators  had  no  authority  to  intercede 
in  any  controversy,  and  could  do  so  only  upon  request  by  one  of  the 
contending  parties,  provided  the  other  agreed  to  accept  interven- 
tion. Therefore,  employes  might  quit  or  strike  and.  carriers  declare 
a  lockout  in  the  same  manner  as  before  the  act  was  passed.  Should 
one  of  tha  contestants  decline  to  accept  mediation  or  arbitration, 
there  was  no  provision  compelling  him  to  submit. 

The  increased  duties  of  the  chairman  of  the  Interstate  Com- 
.  merce  Commission  made  it  imperative  that  he  be  relieved  of  the 
work  of  mediator,  and  consequently,  effective  March  4,  1911,  the 
President  was  authorised  to  designate  from  time  to  time  any  member 
of  the  Interstate  Commerce  Commission,  or  of  the  then  Court  of 
Commerce,  to  exercise  the  powers  and  duties  imposed  upon  the 
chairman  of  the  former.  Accordingly,  the  presiding  judge  of  the 
Court  of  Commerce,  who  had  previously  been  a  member  and  chair- 
man of  the  commission,  was  appointed  to  exercise  such  duties. 

Only  three  arbitrators  could  be  chosen  under  the  Erdman  Act 
and  as  the  arbitrators  selected  by  each  of  the  contestants  would 
naturally  favor,  even  though  unintentionally,  the  party  who  ap- 
pointed them,  the  third  arbitrator,  therefore,  was  to  a  greater  extent 
the  sole  judge  of  the  points  at  issue.  This  fact,  with  other  ex- 
ceptions, together  with  results  in  several  arbitrations  that  were  un- 
satisfactory to  both  carriers  and  employes,  led  to  agitation  for  a 
revised  law  to  overcome  the  objectionable  features  of  the  Erdman 
Act.  After  extended  negotiations  between  railroad  officials  and 
conductors  and  trainmen  of  the  eastern  roads,  with  little  prospect  of 
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settlement,  a  conference  was  arranged  at  the  White  House  July 
14,  1913,  at  which  railroad  presidents  and  representatives  of  the 
railway  brotherhoods  were  present,  for  the  purpose  of  reaching  an 
understanding  as  to  their  respective  recommendations  for  strength- 
ening and  revising  the  existing  law,  and  settling  the  pending  differ- 
ences under  the  revised  statute. 

The  substance  of  the  agreement  reached  was  incorporated  the 
following  day  into  the  Newlands  Act,  which  repealed  the  Erdman 
law.  While  re-enacting  the  majority  of  the  provisions  of  the  Erd- 
man law^relating  to  mediation,  the  Newlands  Act  provides  for  a 
permanent  United  States  Board  of  Mediation  and  Conciliation, 
composed  of  a  commissioner  who  devotes  his  entire  time  to  that 
office,  an  assistant  commissioner,  and  two  other  officers  of  the  gov- 
ernment. The  Newlands  Act  also  provides  that  when  controver- 
sies threaten  interruption  of  traffic,  either  or  both  of  the  parties 
involved  may  request  the  services  of  the  board,  which  is  also  au- 
thorised to  proffer  its  services  to  the  parties  when  the  public  interest 
will  likely  suffer.  An  arbitration  board  may  consist  of  three  or  six 
arbitrators,  as  the  contending  parties  elect ;  if  three,  they  are  chosen 
as  they  were  under  the  Erdman  Act,  but  when  six  are  desired,  two 
are  selected  by  the  carriers,  two  by  the  employes,  and  these  four 
are  empowered  to  choose  the  remaining  two,  but  failing  to  do  so 
within  fifteen  days  after  they  first  meet,  the  latter  two,  incase 
neither  has  been  agreed  upon,  shall  be  named  by  the  Board  of  Me- 
diation and  Conciliation. 

The  Newlands  Act  became  effective  July  15,  1913.  From  that 
date  until  May,  1916,  fifty-six  controversies  have  been  adjusted  by 
the  board.  Of  this  number  forty-five  were  settled  by  mediation, 
and  eleven  by  mediation  and  arbitration.  In  twenty  cases  em- 
ployes made  application  to  the  board  for  its  services,  in  thirteen 
cases,  the  railroads  and  in  fifteen  the  railroads  and  employes  made 
joint  application.  In  eight  instances,  the  board  proffered  its 
services,  which  were  accepted. 

With  a  permanent  Board  of  Mediation  and  Conciliation,  and 
with  three  or  six  arbitrators  now  optional,  instead  of  only  three  as 
formerly,  better  results  can  be  expected  since  the  larger  number  is 
usually  chosen,  and  the  reasoning  and  conclusions  of  six  persons 
are  preferable  to  that  of  three.  However,  even  with  the  advantages 
of  the  present  law,  the  board  has  no  power  to  require  the  parties  to 
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a  controversy  to  accept  its  services  or  postpone  a  strike  or  lockout 
until  the  differences  may  be  properly  investigated  and  the  facta 
furnished  the  public.  A  striking  example  of  this  fact  is  the  con- 
gressional action  of  September  2,  1916,  passed  as  a  last  resort  to 
avert  an  impending  strike  of  far-reaching  magnitude.  Excluding 
the  temporary  restraint  contained  in  this  legislation  either  the 
railroads  or  their  employes  may,  at  any  future  time  when  they  de- 
cide that  their  best  interests  would  warrant  and  their  resources 
are  sufficient,  declare  a  general  strike  or  lockout,  and  resort  to  a  test 
of  strength,  thus  ignoring  public  opinion,  the  greatest  arbiter  of 
justice  the  world  has  yet  known  and  inflict  untold  injury  and 
suffering  upon  the  greater  majority  of  our  citisens  who  would  only  be 
indirectly  parties  to  such  a  controversy. 
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WHY  I  BELIEVE  THE  INTERSTATE  COMMERCE  COM- 
MISSION   SHOULD    HAVE    POWER    TO    FIX 
WAGES  AND  HOURS  OF  LABOR  ON  INTER- 
STATE   CARRIERS 

By  0.  W.  Underwood, 
United  States  Senator. 

You  have  asked  me  why  I  believe  the  Interstate  Commerce 
Commission  should  have  the  power  to  fix  wages  and  the  hours  of 
labor  on  interstate  carriers. 

I  might  answer  you  that  the  rights  of  society  and  the  progress 
of  civilization  demand  it.  It  would  be  a  captious  answer  and  yet 
it  would  tell  the  truth. 

Since  the  dawn  of  civilisation  the  laws  have  been  written  to 
protect  the  rights  of  property.  Courts  have  been  established  to 
interpret  the  law  and  determine  what  man's  rights  were  under  the 
law.  No  one  questions  that  a  dispute  about  property  should  be 
finally  settled  in  the  courts.  Should  either  side  to  such  a  contro- 
versy resort  to  force  instead  of  the  law  the  strong  arm  of  the  govern- 
ment would  intervene  and  punishment  would  swiftly  come  to  the 
party  at  fault. 

Centuries  have  piled  on  centuries  without  the  law's  recognizing 
the  right  of  labor  in  the  aggregate  to  have  a  court  determine  what 
was  a  fair  and  reasonable  wage,  with  the  resultant  effect  that  when 
labor  was  dissatisfied  with  the  wage  paid,  its  only  recourse  was  to 
quit  work.  When  there  were  few  men  employed  and  there  was 
opportunity  for  other  employment,  this  was  not  a  serious  hardship 
to  the  employer  or  to  labor  itself,  nor  did  it  endanger  the  peace,  hap- 
piness and  prosperity  of  the  public  at  large.  But  when  hundreds  of 
thousands  of  men  are  enaged  for  work  under  the  same  terms  and  the 
same  conditions,  and  are  paid  the  same  wage,  then  it  is  practically 
impossible  for  one  of  the  men  employed  in  such  a  service  to  secure  a 
raise  of  wages,  on  his  individual  merits,  as  long  as  he  remains  in  the 
service  because  the  individual  equation  is  lost  in  the  necessity  for 
uniform  hours  of  service  and  rates  of  wage,  and  if  he  is  not  satisfied 
with  the  terms  of  his  employment  he  can  only  separate  himself  from 
his  occupation. 
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On  the  other  hand,  if  the  men  engaged  in  certain  occupations 
are  united  in  a  society  or  labor  union  for  the  improvement  of  then- 
condition  and  the  increase  of  their  wages  and  they  make  demands  on 
their  employer  that  he  is  not  willing  to  accept,  the  only  recourse 
that  they  have,  unless  there  ia  a  mutual  agreement  to  arbitrate  the 
questions  .in  dispute,  is  to  declare  a  general  strike,  with  all  the  re- 
sultant injury  both  to  themselves  and  their  employer:  loss  of  wages 
and  distressed  conditions  in  the  home  on  one  side,  and  loss  of  busi- 
ness and  the  destruction  of  property  on  the  other.  And  arbitration 
is  merely  the  establishment  of  a  court,  not  by  law  but  by  the  parties 
to  the  controversy,  to  pass  on  the  points  at  issue.  Strike  conditions 
are  always  wasteful  of  time  and  money,  dangerous  and  disorganizing 
to  human  society  even  where  they  are  localised  in  area  and  resultant 
effects.  But  when  the  controversy  goes  far  afield  and  involves  not 
only  the  man  who  earns  his  bread  by  his  daily  toil  and  the  man  who 
has  his  money  invested  in  the  property  that  is  giving  employment 
to  labor,  but  also,  as  was  threatened  recently,  when  the  public  is 
more  seriously  affected  by  a  war  between  labor  and  capital  than  is 
either  labor  or  capital,  then  the  time  has  come  when  neither  of  the 
primary  parties  to  the  controversy  has  interests  involved  that  should 
be  considered  in  preference  to  that  of  the  public,  which  has  a  right 
to  demand  that  in  the  settlement  of  all  such  controversies  the  public 
interests  shall  be  fairly  and  justly  considered.  In  controversies 
involving  the  hours  of  labor  and  the  rate  of  wages  on  the  great  rail- 
road companies  of  America,  no  one  can  deny  the  importance  of  the 
questions  involved  to  the  men  who  do  the  work.  Nor  can  it  be 
denied,  since  at  least  43  per  cent  of  the  cost  of  operating  and  main- 
taining the  transportation  companies  of  the  United  States  is  labor 
cost,  that  the  invested  capital  in  these  companies  has  great  interests 
at  stake  in  determining  what  Js  a  fair  and  reasonable  wage  for  its 
employes;  especially  when  the  employer  has  no  power  under  the 
law  to  fix  the  price  of  the  product  of  his  industry,  the  law  itself 
fixing  the  price  for  which  transportation  of  passengers  and  freight 
must  be  sold. 

■  tuTo  state  the  equation  differently,  the  law,  acting  through  the 
Interstate  Commerce  Commission  of  the  United  States,  fixes  the 
rates  of  transportation  for  freight  and  passenger  service  and  limits 
the  earning  capacity  of  the  railroad  companies.  It  is,  therefore, 
apparent  that  if  the  expenses  of  the  railroad  companies  are  greatly 
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increased,  either  by  reason  of  increased  interest  on  their  bonded 
indebtedness,  increases  in  taxes,  increases  in  the  cost  of  supplies,  or 
increases  in  the  rate  of  wages,  a  profitable  business  may  be  changed 
to  an  unprofitable  one,  success  into  bankruptcy;  unless  the  Inter- 
state Commerce  Commission  grants  the  transportation  companies 
the  right  to  increase  their  rates  of  transportation  so  as  to  meet  as 
fully  as  may  be  necessary  the  increased  coat  of  operation.  If  this 
is  done,  of  necessity  the  increased  cost  falls  on  the  public;  the 
shipper  and  the  traveler  must  bear  the  burden.  When  a  contro- 
versy that  involves  the  increased  cost  of  transportation  arises 
between  employers  and  employes,  surely  the  rights  of  the  public  are 
at  stake  as  much  as  the  rights  of  the  principals  to  the  controversy. 
Should  these  differences  be  Bettled  as  has  been  the  case  injie  past 
without  the  opportunity  for  intervention  on  the  part  of  the  shipper 
and  traveler,  manifestly  their  rights  have  not  been  protected  but 
have  been  ignored  entirely. 

For  the  interests  of  the  immediate  parties  to  the  controversy 
and  all  of  the  rights  for  which  they  contend  are  not  commensurate 
with  those  of  the  general  public.  You  may  say  that  the  rates  of 
wages  on  the  inland  transportation  companies  of  the  United  States 
amount  to  more  than  the  annual  expenditures  of  the  federal  govern- 
ment. You  may  say  that  the  capital  invested  in  the  railways  of  the 
United  States  amounts  to  more  than  fourteen  billions  of  dollars. 
You  may  say  that  the  daily  wage  paid  to  1,800,000  railroad  employes 
affects  the  lives  of  8,000,000  people.  On  the  other  hand,  you  may 
say  that  the  fourteen  billions  of  dollars  representing  the  capital 
of  the  railroads  of  the  United  States  is  not  owned  by  a  few  million- 
aires, but  is  in  the  hands  of  the  savings  banks,  the  trust  companies 
and  the  insurance  companies  of  America;  that  the  investment  bank 
takes  care  of  the  savings  of  the  frugal  public;  that  the  reserve  funds 
of  the  insurance  companies  guarantee  the  policies  that  protect  the 
homes  of  millions  of  the  good  citizens  of  the  republic;  that  the  trust 
company  manages  the  estate  of  the  widow  and  orphan.  However, 
both  sides  of  this  controversy  must  pale  into  insignificance  when  you 
recall  that  the  productive  capacity  of  the  industrial  workmen  of 
America  amounts  to  more  than  thirty  billions  of  dollars  each  year 
and  that  this  productive  capacity  is  of  no  value  until  it  reaches  the 
market  of  the  ultimate  consumer;  markets  which  must  be  reached 
by  transportation  at  least  a  part  of  the  way  over  the  railroad  lines 
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of  America.  To  stop  transportation  for  an  hour  must  of  necessity 
paralyse  industry  for  the  same  hour;  to  stop  transportation  for  a 
week,would  not  only  stop  industry  for  a  week,  but  would  throw  out 
of  employment  millions  of  men  who  are  dependent  upon  industry 
for  their  daily  wage.  To  stop  transportation  for  a  month  in  the 
United  States  would  not  only  destroy  industry  and  deprive  labor  of 
employment,  but  would  produce  a  scarcity  of  the  necessities  of  life 
that  would  cause  actual  suffering  to  the  hundred  millions  of  people 
in  continental  United  States.  Therefore  it  would  be  idle  to  contend 
for  a  moment  that  either  the  labor  or  the  capital  employed  in  inland 
transportation  has  an  interest  in  the  matter  of  the  stoppage  for  any 
cause  of  the  movement  of  railroad  trains  that  is  at  all  comparable 
with  the  interest  of  the  whole  people  of  the  United  States. 

And  yet  it  is  claimed  by  some  in  this  twentieth  century  since 
the  birth  of  Christ,  in  this  day  when  both  labor  and  capital  encroach 
upon  "the  rights  of  free  men,  that  the  only  parties  who  are  entitled 
to^'te^tf  iiTa  controversy  as  to  whether  wages  shall  be  increased 
or  the  hours  of  .labor  lessened  are  the  men  who  work  on  the  rail- 
roads and  the  men  who  represent  the  capital  invested  in  the  rail- 
roads; that  for  others  to  intervene  is  to  interfere  with  the  privileges 
of  the  contending  parties;  that,  like  two  battle  chieftains  of  old, 
these  two  parties  alone  are  entitled  to  divide  the  spoils  of  war. 
In  this  era  of  advanced  civilization,  must  we  admit  that,  if  the 
contending  forces  of  labor  and  capital  cannot  agree  as  to  the  matter 
in  dispute,  they  are  entitled  to  resort  to  the  wage  of  battle  and 
fight  out  their  controversy  by  blocking  the  channels  of  trade,  by 
stopping  the  natural  flow  of  the  nation's  commerce,  by  paralysing 
the  industry  of  the  people  of  the  United  States  and  by  bringing 
distress  and  starvation  to  the  homes  of  the  innocent  people  of 
America? 

This  has  been  the  view  point  of  the  past,  but  as  sure  as  man 
was  born  of  woman,  a  new  birth  has  come  to  the  thought  and  the 
life  of  the  people  of  the  United  States.  A  reactionary  labor  leader, 
or  a  predatory  capitalist,  may  contend  for  such  positions  in  the 
future,  but  the  enlightened  thought  of  clean  Americans  will  wash 
their  hands  of  the  brutality  of  such- transportation  controversies 
for  the  future,  and  demand  of  the  government  of  the  United  States, 
in  no  uncertain  tones,  that  the  same  government,  which  protects 
us  from  a  foreign  foe,  which  was  established  "to  form  a  more  perfect 
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union,  establish  justice,  insure  domestic  tranquility,  provide  for  the 
common  defence,  promote  the  general  wellfare  and  secure  the  bless- 
ings of  liberty  to  ourselves  and  our  posterity,"  shall  ''maintain  a 
permanent  court  in  this  land  where  the  controversies  of  all  men  re- 
lating to  the  commerce  among  the  several  states,  or  to  tEe  instrument 
talitles  of  such  commerce,  may  be  heard,"  and  where  the  rights  of  all 
the  people  of  the  United  States  may  be  fairly  and  justly  protected. 
"This  of  necessity  is  the  step  forward,  and  this  is  the  step  that  muat 
be  taken!  To  say  thai  ah  organisation  of  400,000  men  can  stand 
fn  the  way  of  the  happiness  and  prosperity  of  100,000,000  people  is  a 
proposition  that  cannot  be  contended  for  and  maintained  in  any 
public  forum  or  sustained  in  the  hearts  of  the  people  of  the  United 
States. 

Then  how  can'the'proposition'be  solved  fairly  to  all  concerned? 
We  are  not  prepared  without  investigation  and  consideration  to  say 
that  labor  employed  by  the  railroad  transportation  companies  of 
America  is  receiving  its  full  and  fair  return.  We  know  that  there 
are  some  employes  on  the  railroad  that  are  receiving  low  wages,  and 
probably  an  inadequate  pay  for  the  service  rendered;  we  know  that 
their  wage  has  not  been  increased  proportionately  with  the  increased 
cost  of  living.  On  the  other  hand  we  know  that  some  of  the  em- 
ployes of  the  transportation  companies  are  receiving  a  wage  that 
not  only  supplies  their  wants,  but  enables  them  to  live  in  comfort  and 
even  in  luxury  with  few  hours  of  work.  As  to  whether  the  recent 
controversy  of  the  men,  demanding  ten  hours'  pay  for  eight  hours' 
service  was  just  or  unjust  is  not  a  problem  that  the  public  or  the 
Congress  of  the  United  States  is  equipped  to  decide.  There  can 
be  but  one  way  out,  and  that  is  to  appoint  a  tribunal  with  the 
power  to  adjust  these  matters,  which  has  the  time  to  consider  and 
the  opportunity  to  know  the  facts.  Such  a  tribunal  must  not  only 
have  the  power  and  be  prepared  to  do  what  is  right  and  just  by  the 
labor  employed  on  the  railroad,  but  must  have  authority  and  power 
to  see  that  invested  property  is  not  confiscated  by  its  decisions.  For, 
should  you  confiscate  the  property  of  the  transportation  companies 
of  the  United  States,  you  break  down  transportation  in  the  same 
way  that  you  would  break  it  down  with  a  strike,  with  resultant 
injury  to  the  public  at  large. 

A  tribunal  of  this  kind  must  also^have  the  authority  and  op- 
portunity to  consider  the  rights  of  the  shippers  and  travelers  of 
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America  who  in  the  last  analysis  must  bear  any  increased  burden 
that  may  fall  on  the  carriage  of  property  or  persons  over  the  trans- 
portation lines.  This  tribunal  must  have  the  authority  and  power 
to  protect  the  rights  of  the  whole  people  of  the  United  States  against 
the  recurrence  of  lockouts  and  strikes.  What  body  then  is  most  cap- 
able of  determining  all  these  questions  and  fairly  adjusting  them  to 
the  interests  of  all  parties  concerned?  A  Board  of  Arbitration  to  be 
appointed  by  the  employers  and  employes  of  the  railroad  companies 
of  the  United  States  will  only  look  to  the  matters  in  dispute  between 
the  contending  parties,  and  will  not  have  in  mind  the  ultimate  rights 
of  the  public.  The  general  courts  of  the  land  are  not  equipped 
either  with  the  knowledge  or  the  power  to  obtain  information  in 
reference  to  the  cardinal  facts  that  must  decide  the  controversy. 
If  you  want  a  final  and  fair  adjustment  of  such  a  controversy,  you 
are  practically  driven  to  leaving  the  decision  to  a  commission 
that  has  full  and  ample,  opportunity  to  investigate  the  rates  of 
wage,  the  earning  power  of  the  transportation  companies,  the  burden 
that  rests  on  the  shipping  public,  and,  after  a  fair  and  full  investi- 
gation to  determine;  first,  what  is  a  fair  and  living  wage  for  the 
men,  and  to  how  great  an  extent  a  fair  and  living  wage  may  be  in- 
creased to  enable  the  toilers  to  secure  the  higher  ideals  of  life  and 
living;  second,  how  far  this  charge  can  be  placed  on  the  capital  of 
the  corporation  without  breaking  it  down,  destroying  the  value  of 
its  securities,  bankrupting  its  property,  and  taking  away  from  the 
investing  public  a  fair  return  for  capital  invested;  third,  how  far 
an  increased  charge  for  labor,  interest,  or  supplies  can  be  handed 
down  to  the  public  without  doing  injustice  to  the  shipper  and  trav- 
eler, and  without  becoming  a  menace  to  the  development  of  the 
industry  of  the  country.  All  of  these  questions  must  be  determined 
by  a  court  or  by  an  independent  commission,  but  their  findings, 
except  in  so  far  as  they  may  determine  the  rate  of  wage  that  must 
be  paid  by  the  railroad  companies,  and  the  rate  of  wage  that  must 
be  received  by  the  men  if  they  continue  their  employment,  will  be 
academic  because  they  will  have  no  power  to  operate  on  the  side  of 
the  problem  in  which  the  general  public  is  interested.  The  power 
to  determine  what  are  just  and  reasonable  rates  for  the  transporta- 
tion of  persons  and  property  over  the  interstate  railroads  of  this 
country  is  fixed  by  law  in  the  Interstate  Commerce  Commission  bf 
the  United  States.    This  commission  alone  can  determine  whether 
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the  rates  shall  be  increased  and  whether  a  charge  made  against 
the  railroad  company  shall  remain  a  charge  on  its  capital  or  whether, 
in  justice  and  fair  dealing,  it  shall  be  handed  on  to  the  shipping  and 
traveling  public. 

It  is,  therefore,  clear  to  me  that  the  same  power  that  has  the 
right  to  fix  the  rates  of  transportation  should  have  the  power  to 
fix  the  rates  of  wage  and  the  hours  of  labor  on  the  great  transpor- 
tation companies  of  the  United  States,  and  that  this  power  and  this 
duty  should  be  given  irrevocably  to  the  Interstate  Commerce  Com- 
mission in  order  that  it  may  do  justice  between  employer  and  em- 
ploye.   The  granting  to  the  Interstate  Commerce  Commission  of 
the  power  to  determine  the  hours  of  labor  and  the  rate  of  wage  will 
solve  the  problem  for  the  future.     Man  fAnn^t.  gtfjkfl  Msjnsj  t-h*  1 
decreesof  the  government.     After  a  fair  determination  of  the  con-  L       \_      r_j 
troverBy  by  an  impartial  tribunal,  public  sentiment  would  force  \         *  ^ 
IjigjjonjendiDg  parties  to  accept  the_serdict  rendered  aa_final7"  Tt    \ 
must  be  so  in  the  interest  of  the  happiness  of  the  men  involved^  the    1 
prosperity  of  the  people  and  the  peace  of  the  nation.  » ) 

Until  recently  the  court  of  arbitration  has  occupied  the  same 
position  in  labor  disputes  that  the  white  flag  holds  in  international 
law.  Both  have  been  the  pledge  of  a  higher  civilisation  and  their 
abandonment  portends  ill  to  our  future  progress  along  lines  that 
lead  to  the  high  ideals.  The  settlement  of  disputes  by  arbitration 
should  not  be  abandoned.  It  is  a  step  in  the  direction  of  law  and 
order,  but  it  is  only  the  half  way  house  to  the  final  solution  of  the 
matter  we  have  under  consideration.  Arbitration  cannot  solve 
the  greater  question  of  the  public  rights,  and  it  calls  for  a  contro- 
versy before  it  can  be  adopted  as  a  settlement  of  the  pending  issue. 
Labor  has  heretofore  appealed  to  the  Congress  to  fix  the  hours  of 
labor  and  the  rate  of  wage  in  gainful  occupations.  The  Supreme 
Court  of  the  United  States  has  held  that  the  Congress  may  by  law 
regulate  the  instrumentalities  of  interstate  commerce,  and  there  can 
be  no  question  as  to  the  constitutional  right  of  the  legislative  power 
to  do  so.  Let  us  hope  that  the  Congress  will  do  its  full  duty  and 
remove  this  question  from  the  field  of  uncertainty  by  giving  ample 
authority  to  the  Interstate  Commerce  Commission  to  decide  these 
questions. 

The  Congress  has  recently  passed  a  law  temporarily  granting 
ten  hours'  present  pay  for  eight  hours'  work  in  the  future,  with 
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standard  pay  for  all  overtime  to  the  men  engaged  in  the  movement 
of  trains;  it  is  said  that  this  increase  in  wage  amounts  to  25  per 
cent  of  the  amount  formerly  paid  and  will  go  to  about  one-fourth  of 
the  men  employed  by  the  railroad  companies.  The  combined  pay 
roll  of  the  railroads  in  the  United  States  amounts  to  11,005,277,249, 
If  the  Congress  should  grant  a  like  increase  to  all  the  men  employed 
by  the  railroads  it  would  amount  to  something  like  a  quarter  of  a 
billion  dollars.  Such  an  amount  of  necessity  must  be  paid  by  the 
public  or  certain  if  not  most  of  the  railroads  would  go  into  the 
bankruptcy  court.  The  railroad  men  involved  have  heretofore 
received  fair  wages,  the  average  daily  wage  in  the  United  States 
having  been  for  engineers,  $5.40;  conductors,  $4.60;  firemen,  {3.25; 
and  other  trainmen,  $3.15.  Under  these  conditions  it  is  only  just 
and  fair  that  the  public,  which  in  the  end  must  pay  the  bill,  should 
be  represented  in  the  court  of  final  arbitration.  And  where  else 
can  the  public  have  its  day  in  court  if  the  rate  of  wage  and  the  hours 
of  pay  are  not  determined  by  the  Interstate  Commerce  Commission? 
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SHALL    THE    INTERSTATE    COMMERCE    COMMISSION 

AND  THE  STATE  PUBLIC  UTILITY  COMMISSIONS 

FIX    WAGES    ON    THE   RAILROADS   AND   ON 

LOCAL   PUBLIC  UTILITIES? 

By  Dhlos  F.  Wilcox, 
Franchise  Expert,  New  York  City. 

It  would  be  hard  to  over-estimate  the  theoretical  importance 
of  the  suggestion  that  the  wages  to  be  paid  by  railroads  and  public 
service  corporations  shall  be  fixed  by  public  authority.  A  number 
of  fundamental  questions  of  political  and  social  economy  are  in- 
volved. Back  of  the  proposition  lies  the  assumption  that  a  rail- 
road or  a  public  utility  is  essentially  a  monopoly  and  therefore  has 
been  taken  out  of  the  category  of  undertakings  whose  operations 
in  so  far  as  they  affect  the  public  can  be  regulated  by  free  competi- 
tion. The  proposition  assumes  as  an  established  fact  the  existence 
of  public  regulation  of  the  rates  and  service  of  railroads  and  public 
utilities  and  also  assumes  that  such  regulation  is  theoretically  ap- 
propriate. But  the  proposition  goes  much  further.  It  assumes  the 
theoretical  correctness  of  Ricardo's  "iron  law  of  wages"  and  the 
practical  necessity  of  collective  bargaining  in  competitive  industries 
in  order  to  enable  the  workmen  to  escape  from  the  unlimited  com- 
petition of  labor  postulated  by  Ricardo,  and  thereby  to  secure  for 
themselves  a  standard  of  living  nigh  enough  to  make  them  fit  for 
citizenship  in  a  democracy.  The  proposition  makes  still  another  as- 
sumption, namely,  that  the  public  interest  in  the  continuity,  safety 
and  efficiency  of  railroad  and  public  utility  service  is  paramount  to 
the  interests  both  of  the  owners  and  of  the  employes.  In  fact,  it  is 
the  preexiBtence  of  these  assumptions  that  creates  the  problem  for  the 
solution  of  which  the  public  regulation  of  wages  is  proposed.  There- 
fore, in  the  discussion  of  this  proposition  we  must  first  examine  the 
several  assumptions  upon  which  it  is  based  to  see  whether  or  not 
they  should  stand  as  they  are,  be  subjected  tojcertain  modifications 
or  be  rejected  entirely. 

First,  as  to  the  assumption  of  monopoly.  President  Wilson 
has  been  severely  criticised  for  Baying  that  the  eight-hour  day  has 
237 
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received  the  general  sanction  of  society.  Perhaps  the  statement 
that  the  monopoly  character  of  railroads  and  public  utilities  has 
been  generally  recognized  by  society  would  be  subjected  to  the  same 
kind  of  criticism;  for  if  we  examine  carefully  the  constitutional, 
statutory  and  franchise  provisions  under  which  railroads  and  public 
utilities  are  operating  in  the  various  parts  of  the  United  States, 
we  shall  probably  still  find  a  great  preponderance  of  provisions  in- 
tended to  preserve  competition  and  prevent  monopoly  over  the 
provisions  which  may  fairly  be  said  to  contain  a  recognition  of 
monopoly  as  the  natural  and  appropriate  status  of  these  enterprises. 
Indeed,  the  rejection  of  general  eight-hour  laws  by  the  electors  of 
certain  western  commonwealths  could  be  paralleled  by  the  adoption 
of  competing  public  utility  franchises  by  popular  vote,  and  by  the 
recorded  opposition  of  the  people  and  their  representatives  to  the 
establishment  of  monopoly  in  railroad  service.  Therefore,  while  it 
may  be  truthfully  said,  I  believe,  that  the  preponderant  opinion 
of  those  who,  through  actual  operation  of  these  enterprises,  through 
scientific  study  of  them  or  through  responsibility  for  the  intelligent 
protection  of  the  public  interest  in  connection  with  them,  have  been 
in  a  position  to  form  a  sound  judgment  on  the  issues  involved,  is  in 
favor  of  monopoly  as  against  competition,  it  cannot  be  said  with 
any  degree  of  assurance  that  if  a  popular  vote  were  taken  on  the 
question,  the  majority  would  concur  in  this  opinion.  Nevertheless, 
the  theory  of  continuous  public  regulation  through  the  agency  of 
federal,  state  or  local  commissions,  is  logically  based  upon  a  recog- 
nition of  monopoly  as  an  existent  fact.  A  distinction  should  be 
made,  however,  between  the  recognition  of  monopoly  as  a  fact  and 
the  recognition  of  its  existence  as  a  normal  and  appropriate  condi- 
tion. It  is  only  in  those  relatively  few  instances  where  exclusive 
franchisee  have  been  granted,  that  the  appropriateness  of  monopoly 
has  been  fully  recognised.  Even  the  provisions  now  quite  common 
in  railroad  and  public  service  laws,  to  the  effect  that  new  competi- 
tion in  the  same  utility  shall  not  be  instituted  in  any  given  com- 
munity except  with  the  definite  sanction  of  the  state  through  a 
certificate  of  public  convenience  and  necessity,  do  not  constitute 
a  final  recognition  of  the  appropriateness  of  monopoly.  The  cer- 
tificate of  public  convenience  and  necessity  is,  as  it  were,  a  second 
string  to  the  state's  bow  in  the  exercise  of  its  powers  of  regulation. 
Tins  view  was  set  forth  with  great  clearness  and  cogency  by  the 
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California  'Railroad  Commission  in  the  Great  Western  Power 
Company  Case  in  1912.  It  is  true  that  most  of  the  state  com- 
missions have  been  less  ready  than  the  California  commission  to 
use  their  power  to  permit  competition  even  as  a  potential  weapon 
to  enforce  the  just  demands  of  the  public,  but  nevertheless  the  right 
to  do  so  is  nowhere  denied  them. 

It  would  be  idle  to  attempt  to  deny  the  fact  that  the  monopoly 
of  railroad  service  in  the  United  States  is  far  from  complete  and  that 
the  elements  of  competition  still  persisting  give  rise  to  very  consid- 
erable difficulties  in  the  application  of  the  theory  of  public  regula- 
tion. I  may  cite  the  decision  in  The  Minnesota  Bate  Cases  (230 
U.  8.,  352),  where  the  court  sustained  statutes  and  commission 
orders  with  reference  to  certain  strong  and  favorably  situated  ■ 
railroads  while  Betting  them  aside  as  to  a  weaker  road  oper- 
ating within  the  same  local  jurisdiction.  It  is  another  "well 
recognized  principle  of  social  economy"  that  in  the  development  of  a 
public  utility  or  railroad  system  to  serve  a  given  community,  the 
cost  of  the  service  ought  to  be  spread  over  the  entire  system  and  the 
extensions  through  lean  territory  ought  within  reasonable  limits 
to  be  carried  by  the  portion  of  the  system  which  has  actually  de- 
veloped earning  power  through  density  of  business.  Yet  obviously 
this  policy  cannot  be  carried  out  where  there  is  diverse  ownership 
of  the  lean  and  the  fat;  for  if  rates  to  the  lean  are  raised  to  a  living 
basis,  the  increase  will  do  them  no  good  unless  the  fat  are  also  per- 
mitted to  charge  the  same  rate,  in  which  case  they  are  certain  to 
become  overcorpulent.  If,  on  the  other  hand,  the  rates  to  the  fat 
are  reduced  to  the  level  of  a  hygienic  regimen,  the  lean,  being  in 
competition  with  them,  will  starve.  In  these  cases  the  United  States 
Supreme  Court  found  itself  confronted  with  a  situation  where  mo- 
nopoly in  the  larger  sense  was  non-existent  and  where,  therefore,  it 
was  deemed  improper  to  establish  a  fixed  schedule  of  rates  applicable 
to  all  the  different  railroads  serving  the  same  general  community. 

i  I  may  cite  as  another  illustration  the  water  supply  in  one  of  the 
outlying  districts  of  Greater  New  York.  This  is  a  case  where  the 
city  of  New  York,  through  its  municipal  system,  serves  about  three- 
quarters  of  the  territory  and  more  than  nine-tenths  of  the  population 
within  its  corporate  limits.  In  the  particular  section  referred  to, 
however,  there  are  two  private  water  companies  having  coterminous 
franchise  and  charter  obligations.    One  has  for  many  yean  supplied 
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thejgeneral  Bervice  at  rateejhighcr  than  the  rates  charged  in  sur- 
rounding districts  by  the  city.  The  other  a  few  years  ago  revived 
an  old  franchise,  established  a  modern  pumping  station  and  started 
in  to  compete  with  its  older  rival,  not  by  rendering  a  general  service 
throughout  its  franchise  area  at  lower  rates,  which  it  probably  would 
not  have  been  able  to  do,  but  merely  by  trying  to  pick  off  the  large 
industrial  consumers  in  the  particular  comer  of  the  district  where  its 
plant  was  located  by  charging  a  rate  even  lower  than  the  city  rate. 
The  older  company,  in  order  to  hold  at  least  a  portion  of  its  industrial 
business  in  that  portion  of  its  district,  was  compelled  to  make  a 
differential  rate  to  meet  the  unfair  competition  instituted  by  the  new 
company.  Several  years  later  the  question  of  regulating  the  older 
company's  rates  came  before  the  proper  authorities  for  determina- 
tion. This  company,  charging  generally  higher  rates  than  the  city 
rates,  served  a  population  of  about  one  hundred  and  fifty  thousand 
people,  while  its  little  rival  had  only  nine  consumers,  one  of  whom, 
however,  took  about  one-fifth  as  much  water  as  all  the  consumers  of 
the  larger  company.  The  authorities  were  confronted  with  the 
fact  that  in  order  to  reduce  the  rates  generally  throughout  the  dis- 
trict and  at  the  same  time  to  establish  a  uniform  living  rate  for  the 
company  rendering  general  service,  it  would  be  necessary  to  make 
a  rate  higher  than  the  rate  charged  by  the  small  company  with  a 
few  consumers  and  that  if  such  a  rate  was  established  for  the  large 
company  unless  it  was  made  to  apply  to  the  small  one,  regulation 
would  be  ineffectual,  as  it  would  practically  compel  the  larger  com- 
pany, after  having  its  rates  reduced  and  adjusted  to  the  requirements 
of  a  fair  return  upon  its  investment,  to  see  its  most  profitable 
business  taken  away  by  its  unfair  rival  and  the  equilibrium  between 
investment  and  earnings  sought  to  be  established  by  regulation 
thereby  destroyed  while  the  unfair  rival  would  be  directly  rewarded 
for  its  unfairness.  It  was  evident  that  the  only  effective  method  of 
regulating  rates  for  one  company  was  to  regulate  them  and  make 
them  uniform  for  both,  but  this  might  involve  a  contradiction  of  the 
theory  that  each  public  service  corporation  should  be  permitted  to 
earn  a  fair  return  upon  its  investment  in  the  public  service;  for 
a  uniform  rate  could  not  be  worked  out  for  two  companies,  operating 
with  very  different  investments  and  operating  under  very  different 
conditions,  that  would,  except  by  chance,  yield  each  of  them  a  fair 
return  and  no  more  upon  its  own  investment.    It  seemed  theoretic- 
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ally  necessary,  therefore,  in  this  case,  to  fix  rates  on  the  basis  of 
the  investment  and  earnings  of  the  company  which  was  rendering 
general  service  and  to  compel  the  other  company  to  charge  the  same 
rate  irrespective  of  whether  this  rate  would  enable  it  to  earn  more 
than  a  fair  return  upon  its  own  investment  or  compel  it  to  get  along 
with  less.  The  many  practical  and  theoretical  difficulties  of  carry- 
ing regulation  through  according  to  this  program  raised  the  question 
as  to  whether  it  might  not  be  more  advisable  for  the  city  to  acquire 
the  property  and  business  of  the  larger  company,  so  that  just  and 
reasonable  rates  and  service  could  be  brought  within  the  reach  of 
the  people  of  this  community,  rather  than  to  embark  upon  the  dim- 
cult  and  uncertain  litigation  which  would  probably  ensue  upon  the 
issuance  of  a  rate  order  along  the  lines  contemplated. 

I  have  cited  these  two  illustrations  to  show  that  even  for  the 
purpose  of  the  regulation  of  rates  and  services,  a  complete  monopoly 
in  railroads  and  utilities  does  not  everywhere  exist.  When  it  comes 
to  the  regulation  of  wages,  the  absence  of  a  perfect  monopoly  gives 
rise  to  certain  grave  difficulties.  If  wages  are  to  be  regulated  by 
public  authority,  they  will  have  to  conform  to  some  standard  of 
uniformity.  For  the  same  class  of  service  within  the  same  district, 
the  same  wages  will  have  to  be  paid  to  all  employes,  subject  to 
possible  variations  on  account  of  length  of  service.  If  all  the  rail- 
roads within  a  given  district  of  the  United  States  were  actually 
operated  as  a  monopoly,  then  it  would  be  possible  to  apply  a  uni- 
form wage  schedule,  using  the  older  and  more  experienced  men  on 
the  lines  where  traffic  is  most  congested  and  responsibility  of  em- 
ployes greatest  and  where  their  energies  during  the  hours  of  employ- 
ment are  utilised  to  the  highest  degree.  But  where  competitive 
conditions  exist,  it  may  be  entirely  inappropriate  that  the  scale  of 
wages  paid  on  the  poorer  road,  where  employment  is  less  intense 
and  responsibility  both  for  life  and  property  less  exacting,  should  be 
the  same  as  on  the  road  where  traffic  is  denser  and  responsibility 
greater.  Except  as  the  government  regulates  rates  and  service  in 
connection  with  the  railroads  and  public  utilities  and  requires 
continuity  of  operation,  there  certainly  is  no  more  call  for  regulating 
the  wages  of  railroad  and  public  utility  employes  than  there  is  for 
regulating  the  wages  of  workmen  in  other  branches  of  industry, 
and  therefore,  in  so  far  as  the  railroads  and  the  public  utilities  fall 
short  of  being  monopolies  subject  to  effective  regulation  as  to  rates, 
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service  and  continuity  of  operation,  it  will  be  difficult,  if  not  inap- 
propriate, to  regulate  the  wages  of  their  employee. 

I  have  said  that  the  proposition  to  regulate  wages  also  assumes 
the  theoretical  soundness  of  Ricardo's  law,  namely  that  wages  tend 
to  be  reduced  through  competition  to  the  point Jjwhere  they  will 
merely  afford  a  bare  subsistence  for  the  laborer  and  enable  him  to 
keep  the  supply  of  labor  intact  through  the  rearing  of  children.  It 
seems  hardly  necessary  to  restate  the  argument  in  favor  of  Ricardo's 
law  as  a  broad  theoretical  proposition.  Like  the  Malthusian 
law,  it  is  subject  to  modification  in  various  ways  by  facta  and  con- 
ditions that  diverge  from  or  controvert  the  facts  and  con- 
ditions assumed.  The  Ricardian  law  is  valid  enough,  however,  to 
cause  a  general  recognition  of  the  necessity  either  of  public  wage  reg- 
ulation or  of  collective  bargaining  in  order  to  enable  any  particular 
class  of  workmen  to  improve  their  status  in  society  and  protect 
themselves  in  the  enjoyment  of  a  standard  of  living  above  that  which 
would  be  forced  upon  them  if  they  submitted  entirely  to  the  proc- 
esses of  free  and  active  competition  among  individual  workmen 
seeking  for  the  jobs.  Here  again  we  might  say  that  trade  unionism 
has  received  the  general  sanction  of  society,  and  yet  if  we  did  say 
that  we  should  be  subjected  to  widespread  and  violent  criticism. 
f  Nevertheless,  I  believe  it  to  be  a  fact  that  the  preponderant  opinion 
of  those  who  have  carefully  studied  the  relations  of  capital  and  labor 
and  the  relations  which  the  masses  of  the  people,  constituting  the  - 
employes  of  capital,  bear  to  the  institutions  and  functions  of  de- 
mocracy, is  to  the  effect  that  trade  unions  are  a  necessary  and  effec- 
tive means  of  securing  certain  highly  desirable  and  necessary  ends 
of  social  economy  and  social  justice.  The  dangers  incident  to  the 
operation  of  railroads  and,  to  a  certain  extent,  of  local  utilities, 
together  with  the  semi-monopoly  ownership  and  control  of  these 
enterprises,  make  it  especially  important  that  the  employes  should 
be  organized  in  order  to  protect  themselves  and  to  establish  their 
status  at  a  point  where  they  are  physically  and  mentally  in  a  condi- 
tion to  render  the  safe_and  adequate  service  which  the  public  de- 
mands. Moreover,  thejact  that  the  railroads,  even  where  they  are 
under  diverse  ownership  and  diverse  management,  are  more  or 
less  closely-banded  together,  and  the  fact  that  local  public  utilities, 
though  still  in  considerable  measure  owned  and  operated  as  truly 
local  institutions,  nevertheless  have  nation-wide  semi-official  organ- 
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izations,  make  it  permissible,  if  not  necessary,  that  the  employes  of  a 
particular  railroad  or  of  a  particular  local  utility  should  be  united 
with  the  employes  of  similar  utilities  in  other  localities  through  such 
organizations  as  the  railroad  brotherhoods  and  the  Amalgamated 
Association  of  Street  and  Electric  Railway  Employes.  If  the  em- 
ployes are  to  be  left  to  protect  themselves  by  means  of  the  trade 
union,  it  is  no  more  a  violation  of  home  rule  for  the  local  street  rail- 
way men  to  put  their  grievances  in  the  hands  of  an  outsider  with  the 
power  of  a  national  organization  behind  him  than  it  is  for  the  owners 
of  a  local  transit  line  to  import  thousands  of  professional  strike- 
breakers from  distant  cities  in  order  to  enable  them  to  resist  the 
demands  of  their  local  employes  and  compel  them  to  return  to 
work  unsatisfied,  or  else  lose  their  jobs.  I  think  we  may  take  it  for 
granted  that  unionism  will  persist  and  ought  to  persist  among  the 
employes  of  the  railroads  and  the  public  utilities  unless  some  other 
effective  means  of  protecting  and  promoting  the  interests  of  the 
employes  is  devised. 

This  brings  us  to  the  nub  of  the  whole  problem.  We  have 
monopoly  or  semi-monopoly  on  one  side  and  trade  unionism  on  the 
other.  The  final  sanction  to  which  the  trade  union  has  to  appeal  for 
the  enforcement  of  its  demands  is  the  strike,  and  it  is  as  a  result  of 
the  peculiar  way  in  which  a  strike,  in  connection  with  the  railroads 
and  public  utilities,  affects  the  interests  of  (he  general  public,  that 
our  problem  becomes  acute.  In  the  President's  recent  negotiations 
to  prevent  a  strike  on  the  railroads  of  the  United  States  and  in  the 
steps  taken  by  the  mayor  and  the  chairman  of  the  public  service 
commission  of  New  York  City  to  prevent  a  strike  of  the  traction 
employes,  the  paramountcy  of  the  interests  of  the  general  public  in 
controversies  of  this  kind  was  clearly  brought  out,  and  it  is  as  a  result 
of  the  development  of  situations  like  these  that  we  are  now  engaged 
in  a  discussion  of  the  possibility  of  substituting  for  the  strike  a  mode 
of  governmental  action  that  will  safeguard  the  interests  of  the 
public  while  not  sacrificing  those  of  the  employes  whose  only  ultimate 
weapon  for  self-defence  and  the  promotion  of  their  legitimate  inter- 
ests has  heretofore  been  the  strike.  Of  course,  it  may  be  stated 
generally  that  from  the  standpoint  of  the  public  at  large  the  Btrike, 
as  applied  to  any  great  industry,  is  an  unsatisfactory  procedure. 
Society  is  interested  in  the  efficiency  of  all  industries,  for  their  sole 
charter  of  existence  is  social  need.    But  the  interest  of  the  public  in 
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the  continuity  of  particular  industrial  enterprises  varies  according 
to  the  nature  of  the  enterprise  and  according  to  the  economic  condi- 
tions existing  at  the  particular  time.  In  bo  far  as  the  interruption 
of  the  continuity  of  industrial  operations  brings  sudden  and  over- 
whelming hardship  upon  the  employes  who  are  thrown  out  of  work, 
the  government  has  an  interest  because  of  its  ultimate  responsibility 
for  the  life  and  welfare  of  ail  the  people  within  its  jurisdiction. 
Beyond  this,  however,  the  public  interest  in  continuity  is  chiefly 
confined  to  those  industries  which  are  monopolistic  or  semi-monopo- 
listic and  by  the  interruption  of  which  a  constant  public  need  is 
interfered  with.  In  so  far  as  the  meat-packing  business  of  the  United 
States  or  the  milk  supply  of  a  particular  city  or  the  mining  of  coal 
assumes  the  characteristics  of  monopoly,  even  though  these  in- 
dustries are  not  generally  classed  as  public  utilities  and  have  not 
been  brought  under  the  supervision  of  the  Interstate  Commerce 
Commission  or  state  or  local  public  service  commissions,  a  strike 
in  any  one  of  them,  causing  an  interruption  of  a  necessary  general 
service,  runs  counter  to  a  predominant  public  interest  and  justifies 
the  government,  as  the  representative  of  this  interest,  in  taking  such 
action  as  may  be  effective  to  reestablish  the  continuity  of  service. 
I  But  when  we  come  to  the  railroads  and  to  full-fledged  public  utilities 
/  BucE^locaJtran8nT,^aterBupply,'l«lepbone'servTceanaiignungand 
power  service  in  cities,  we  touch  upon  industrial  enterprises  in 
which,  on  account  of  the  universal  demand  for  their  service,  the 
impossibility  of  accumulating  or  storing  the  service  to  bridge  over 
i  interruptions,  and  the  peculiar  conditions  under  which  the  service 
1  is  rendered,  it  is  absolutely  imperative  that  continuity  of  operation 
1  be  maintained.  —  ■  -  ■  - 

These  are  semi-governmental  services  and  their  cessation  breeds 
the  perils  both  of  universal  want  and  of  intolerable  anarchy.  A 
street  railway  strike  in  a  great  city,  if  it  effects  an  interruption  of 
service,  creates  a  temporary  paralysis  of  the  processes  of  economic 
and  social  life  in  the  entire  community.  The  threatened  strike  on 
the  railroads  of  the  United  States  last  August  was  regarded  as  an 
impending  national  calamity  almost  the  equivalent  of  war  in  the 
intense  suffering  and  the  colossal  losses  which  it  would  cause. 
Such  a  strike, is  always  the  signal  for  the  unleashing  of  the  crude 
elemental  forces  of  society  which  readily  break  through  the  thin 
:  of  civilization  and  for  the  time  being  endanger  the  whole 
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structure.  What  on  effective  street  railway  or  railroad  strike  means 
to  the  community  is  more  or  less  patent  to  all,  as  a  result  of  the 
many  instances  in  which  strikes  of  this  nature  have  been  undertaken 
during  the  past  twenty-five  years.  What  a  telephone  strike  that 
would  actually  interrupt  telephone  communication  within  a  great 
city  for  a  single  day  would  mean  at  this  stage  of  urban  civilization, 
is  not  so  easily  recognized  because  we  have  had  very  limited  exper- 
ience with  telephone  strikers.  In  other  public  utilities,  such  as  gas, 
electricity  and  water  supply,  effective  strikes  are  practically  un- 
known. The  smaller  number  of  employes  and  the  comparative  ease 
with  which  competent  workmen  could  be  recruited  from  other 
industries  or  from  men  in  the  same  industry  who  have  been  pro- 
moted to  higher  positions,  to  take  the  place  of  strikers,  have  pre- 
vented the  strike  from  becoming  a  serious  public  menace  and  it 
might  well  be,  if  it  is  deemed  necessary  to  adopt  the  policy  of  fixing 
wages  by  act  of  the  Interstate  Commerce  Commission  and  the  state 
public  service  commissions,  that,  at  least  in  the  beginning,  this 
policy  should  be  limited  to  transportation  and  communication 


We  may  safely  assert  that  legal  measures  should  be  adopted 
to  prevent  these  strikes  on_ transportation  lines — interstate,  ihter- 
urban  and  local — and  also  on  telephone  and  telegraph  systems.  But 
this  does  not  require  that  the  Interstate  Commerce  Commission  and 
the  state  public  service  commissions  should  at  once  embark  upon  the 
policy  of  wholesale  wage-fixing.  It  would  seem  to  be  much  more 
feasible  to  work  out  some  plan  like  that  recently  suggested  "by  Mr. 
Henry  R.  Towne  of  the  Merchants'  Association  of  New  York, 
under  which  the  organization  of  employes  would  not  be  interfered 
with  and  collective  bargaining  would  not  be  abandoned,  but  the 
final  sanction  of  the  employes'  demands  would  not  be  the  strike, 
but  arbitration,  with  an  appeal  to  the  Interstate  Commerce  Com- 
mission or  the  state  public  utility  commission,  as  the  case  may  be. 
Every  employe  would  have  to  enter  into  an  individual  contract 
with  the  company  employing  him,  sanctioned  by  law,  providing 
against  concerted  action  to  cause  an  interruption  of  service.  But 
if  the  employes  of  railroads  and  public  utilities  are  to  give  up  the 
ultimate  right  to  strike  and  must  rely  upon  the  justice  and  mercy 
of  the  commissions,  they  will  have  to  be  prepared  to  go  into  politics 
to  see  that  the  commissioners  are  not  selected  and  owned  by  the 
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companies.  As  the  control  of  the  commissions  by  the  corporations 
is,  next  to  ignorance,  laziness  and  blatancy  on  the  part  of  commis- 
sioners, the  greatest  possible  menace  to  the  regulation  movement, 
perhaps  it  would  not  come  amiss  to  have  another  powerful  organ- 
ised interest  taking  a  hand  in  the  selection  of  the  commissioners. 
The  public  would  still  have  to  "foot  the  bills,"  as  it  must  do  in  any 
case,  but  it  should  not  be  forgotten  that  within  reasonable  limits 
good  service  is,  to  the  public,  more  important  than  low  rates,  and 
that  with  the  legitimate  demands  of  the  employes  taken  care  of  good 
service  is  much  more  likely  to  be  provided  than  otherwise  would  be 
the  case.  If  the  railroads  and  the  public  service  corporations  should 
combine  with  the  employes  to  control  the  commissions  and  exploit 
the  general  public,  then  the  latter,  if  it  cannot  organize  public 
opinion  and  its  own  voting  strength  effectively  to  resist  the  com- 
bination of  special  interests,  will  have  to  resort  to  public  ownership 
and  operation. 
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LEGISLATION  CONCERNING  THE  RAILROAD  SERVICE1 
By  Emoby  R.  Johnson,  Ph.D.,  Sc.D., 

Professor  of  Transportation  and  Commerce,  University  of  Pemiaylvania. 

I  am  asked  to  state  how  the  public  regards  the  controversy 
that  has  arisen  over  methods  of  settling  disputes  between  the  rail- 
road companies  and  their  employes.  While  I  think  I  can  speak 
without  bias  or  partisanship,  I  of  course  recognise  it  to  be  impossible 
for  any  one  individual  to  represent  the  views  of  the  general  public 
on  a  complicated  controversial  question  such  as  the  one  under  con- 
sideration. Indeed,  it  is  probable  that  the  public  as  a  whole  has 
reached  no  single  definite  conclusion.  Although  I  shall  venture  to 
state  what  I  think  is  the  belief  of  the  public  concerning  the  princi- 
ples and  methods  that  should  be  followed  in  deciding  controversies 
between  the  men  and  the  managers  in  the  railroad  service,  it  will 
be  understood  that  in  advocating  the  adoption  of  remedial  measures 
I  can  represent  the  views  of  only  one  member  of  the  public. 

It  will  at  least  afford  a  starting  point  and  may  assist  in  simpli- 
fying the  problem  under  discussion  to  begin  with  a  statement  of 
certain  principles  upon  which  there  may  be  presumed  to  be  a  general 
agreement  on  the  part  of  the  public. 

I  am  sure  the  public  is  of  the  opinion  that  for  all  classes  of  rail- 
road employes  the  hours  of  labor  ought  to  be  reasonable,  and  the 
wages  fair  and  generous.  Organised  effort  on  the  part  of  the  em- 
ployes to  secure  fair  wages  and  reasonable  hours  of  labor  has  al- 
ways met  with  sympathy  on  the  part  of  the  public. 

The  railroad  companies,  it  is  further  agreed,  should  be  permitted 
to  make  such  charges  for  their  services  and  to  earn  such  revenues 
as  may  be  needed  to  enable  the  carriers  to  pay  good  wages  for  reason- 
able hours  of  service.  Individual  shippers  and  local  communities, 
under  the  stress  (of  competition,  will  naturally  oppose  increases  in 
railroad  rates  and  will  press  for  a  reduction  of  transportation  charges ; 
and,  indeed,  the  country  as  a  whole,  represented  by  its  state  and 
federal  railroad  commissions,  will  inquire  into  the  reasonableness  of 
1  An  address  delivered  before  the  Economic  Club  of  Philadelphia,,  November 
24, 1«6. 
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existing  and  proposed  railroad  charges;  but  public  opinion  as  a 
whole  will  justify  the  commissions  in  allowing  the  railroads  in- 
comes large  enough  to  enable  them  to  deal  generously  with  their 
employes. 

A  third  principle  concerning  which  the  people  of  the  United 
States  are  unanimous  is  that  the  interests  of  the  public  are  superior 
to  the  interests  of  either  the  carriers  or  their  employes.  The  public 
intends  to  deal  justly  with  railroad  managers  and  with  their  em- 
ployes. It  expects  justice  in  return;  and  will  insist  that  the  welfare 
of  the  hundred  million  people  of  the  United  States  shall  be  placed 
above  any  temporary  advantage  or  need  of  either  employes  or 
carriers. 

It  is  evident  to  the  public  that  the  transportation  service 
must  not  be  interrupted  by  any  controversy  between  employers  and 
employed  in  the  railroad  service.  The  public,  represented  by  the 
federal  government,  can  permit  neither  the  railroad  managers  nor 
their  employes  to  stop  the  service  of  railroad  transportation.  Not 
only  the  welfare  but  the  very  life  of  society  is  at  stake.  The  rail- 
roads must  run,  else  people  will  starve,  anarchy  and  violence  will 
displace  orderly  government,  and  there  will  ensue  what  President 
Wilson  has  termed  a  "tragical  national  calamity."  It  should  be 
understood  that  whatever  happens  the  trains  must  run,  and  that 
all  the  power  of  the  government  of  the  United  States  will,  if  neces- 
sary, be  exercised  to  that  end. 

It  follows  logically  from  the  foregoing  conclusion  that  disputes 
between  railroad  companies  and  their  employes  must  be  settled  by 
mediation  or  arbitration  and  not  by  any  action  of  employers  or 
employes  that  will  stop  transportation.  To  quote  the  words  of 
President  Wilson,  "  there  should  be  firm  adherence  ....  to 
the  principle  of  arbitration  in  industrial  disputes."  It  is  necessary 
and  desirable,  as  the  President  states,  that  the  country  "take  coun- 
sel ...  .  with  regard  to  the  best  means  ....  of 
securing  calm  and  fair  arbitration  of  all  industrial  disputes  in  the 
days  to  come."  Means  and  methods  are  appropriate  subjects  of 
debate,  but  the  debate  should  be  only  as  to  means  and  not  as  to  the 
necessity  of  the  settlement  of  controversies  without  interruption  of 
the  railroad  service. 

The  reasons  for  this  will  be  stated  presently,  but  before  stating 
them  I  will  venture  the  opinion  that  the  majority  of  the  public  is 
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agreed  upon  one  other  principle,  that  is,  that  in  bo  far  as  possible 
wages  and  hours  of  labor  should  be  adjusted  by  negotiations  between 
employes  and  employers,  that  wages,  outside  of  the  government 
service,  ought  not  to  be  fixed  by  statute,  and  that  the  hours  of  labor 
should  be  established  by  law  only  when  the  safety  and  health  of 
society  and  the  protection  of  the  weak  against  the  strong  make  such 
statutory  action  clearly  necessary.  It  is,  I  think,  the  belief  of  a 
majority  of  the  American  people  that  this  principle  is  fundamentally 
sound;  that  it  is  in  the  interest  of  the  workingman  and  is  promotive 
of  social  welfare  and  progress  that  men  in  their  organized  capacity 
should  continue  to  negotiate  with  their  employers  as  to  wages  and 
conditions  of  service.  This  view,  I  take  it,  is  held  by  most  leaders 
of  organized  labor  as  well  as  by  other  men  of  responsibility. 

The  application  of  the  principle  that  wages  and  hours  of  labor 
should  be  adjusted  by  negotiation  between  employes  and  employers 
instead  of  by  statute  necessarily  involves  the  broad  question  of  the 
wisdom  or  unwisdom  of  establishing  by  law  a  general  eight-hour 
labor  day.  Many  zealous  friends  of  labor  are  seeking  the  enact- 
ment of  laws  limiting  labor  to  eight  hours  a  day.  The  effect  of 
such  legislation  upon  the  present  and  future  welfare  of  wage  laborers 
should  be  carefully  considered.  The  men  who  work  for  wages  have, 
possibly,  made  more  progress  in  the  United  States  than  in  any 
other  country.  This  progress  has  been  greatly  promoted  by  the 
organisation  of  labor  and  by  negotiation  between  organised  labor 
and  its  employers.  It  is  now  proposed  to  fix  hours  of  labor  rigidly 
by  law  rather  than  to  adjust  them  by  negotiation  between  the 
parties  in  interest.  The  significance  and  consequences  of  this 
change  should  be  carefully  weighed. 

The  best  method  to  settle  differences  that  arise  between  em- 
ployers and  employes  is  by  direct  negotiations  carried  on  by  repre- 
sentatives of  the  parties  in  interest.  The  next  best  means  of 
disposing  of  a  dispute  is  by  mediation  and  conciliation  by  respon- 
sible government  officials  who  act  as  the  representatives  of  the  pub- 
lic. When  an  adjustment  is  finally  made  as  a  result  of  mediation, 
neither  party  feels  that  he  has  sacrificed  his  vital  interests.  Arbi- 
tration is  the  next  best  method  of  adjusting  labor  troubles  For 
many  years  arbitration  has  been  successfully  employed  in  the  ad- 
justment of  controversies  between  the  railroads  and  their  employes. 
The  present  agency  for  the  peaceful  settlement  of  railway  labor 
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disputes  can  doubtless  be  improved  by  making  such  changes  as 
experience  shows  to  be  desirable;  but  nothing  in  past  experience 
indicates  a  failure  of  arbitration. 

The  advantages  of  arbitration  were  well  illustrated  in  the  ad- 
justment of  a  disagreement  that  arose  between  the  Southern  Pacific, 
Company  and  its  telegraphers  represented  by  the  Order  of  Rail- 
road Telegraphers.  The  trouble  arose  at  the  close  of  1906.  For  a 
number  of  years  the  relations  of  the  railroad  company  and  its  teleg- 
raphers had  been  determined  by  a  schedule  or  agreement.  The 
time  came  when  the  employee  felt  that  their  wages  should  be  in- 
creased and  that  Sunday  labor  should  be  limited  to  five  hours.  The 
employers  also  desired  certain  changes  made  in  the  "schedule"  or 
agreement  with  the  telegraphers.  Under  the  agreement  that  had 
been  in  force  for  some  time  the  company  was  limited  to  the  seniority 
rule  of  appointment  and  promotion  of  telegraphers  and  was  thus 
prevented  from  introducing  new  blood  into  the  service.  The  agree- 
ment also  required  the  company  to  select  its  station  agents  from  the 
telegraphers  having  seniority  of  service,  and  the  company  wished 
greater  freedom  in  the  selection  of  the  station  agents.  The  company 
and  the  employes,  being  unable  to  adjust  their  differences,  agreed 
to  submit  the  controversy  to  arbitration.  This  was  the  second  ar- 
bitration under  the  Erdman  Act  and  I  was  chosen  by  the  govern- 
ment as  the  third  arbitrator  and  acted  as  chairman  of  the  board. 
The  award  that  resulted  from  the  arbitration  gave  the  employes 
half-time  on  Sunday,  or,  in  lieu  thereof,  a  leave  of  absence  on  full 
pay  for  twenty-six  days  per  annum.  The  employes  were  also  given 
an  increase  in  wages  of  seven  and  one-half  per  cent.  The  company 
was  relieved  from  the  limitations  of  the  seniority  rule  by  which  their 
selection  of  telegraphers  had  been  restricted,  and  the  company  was 
also  permitted  to  select  men  who  were  not  telegraphers  to  serve 
as  agents  at  the  more  important  stations.  Although  certain  features 
of  the  award  were  contested  in  the  courts,  the  controversy  was,  in  the 
end,  adjusted  practically  in  accordance  with  the  award  of  the  arbi- 
tration board  and  in  a  manner  that  was  apparently  acceptable  to 
both  sides. 

There  can  be  no  doubt  that  the  public  believes  that  all  disputes 
between  railroad  employes  and  employers  that  cannot  be  settled 
by  negotiation  or  conciliation  should  be  decided  by  arbitration. 
The  public  believes  arbitration  to  be  right  in  principle,  and  that  ap- 
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propriate  measures  should  be  taken  as  soon  as  practicable  to  carry 
out  the  principle  in  practice.  This  may  ultimately  require  the 
'  adoption  of  laws  making  obligatory  the  arbitration  of  controversies 
in  the  railway  service.  Compulsory  arbitration  may  not  be  neces- 
sary in  industrial  labor  disputes,  but  in  the  case  of  the  railroads, 
where  an  interruption  to  the  service  is  intolerable,  only  one  or  the 
other  of  two  courses  of  action  seems  possible. — 

One  course  is  to  leave  arbitration  voluntary  and  optional,  as  it 
is  at  the  present  time,  in  which  case  it  should  be  understood  that 
the  government  will  and  must  take  whatever  measures  are  neces- 
sary to  prevent  either  party  to  a  controversy  from  stopping  the 
service  of  transportation.  The  other  course,  and  the  one  that  will 
probably  be  adopted  as  the  final  solution  of  the  problem,  is  to  make 
arbitration  compulsory  in  case  mediation  and  conciliation  by  public 
officials  fail  to  bring  the  contestants  to  a  basis  of  agreement. 

During  the  coming  months  the  country  is  to  give  this  question 
serious  consideration.  Whether  the  decision  will  be  in  favor  of 
compulsory  arbitration  or  in  favor  of  compulsory  investigation  as  a 
first  practicable  step  towards  the  final  goal  it  is  too  early  to  predict. 
The  present  thought  of  the  country  regarding  the  question  was 
admirably  stated  by  Senator  Newlands,  the  chairman  of  the  joint 
Congressional  committee  on  transportation,  which,  on  the  twentieth 
of  November,  1916,  began  an  elaborate  investigation  into  the  whole 
subject  of  the  relationship  of  the  government  to  the  railroads.  In 
outlining  the  investigation  which  the  committee  proposes  to  make, 
Senator  Newlands  stated j  among  other  things: 

Ah  to  wages  and  the  hours  of  labor,  it  is  very  evident  that  under  present  con- 
dition* the  only  ultimate  method  of  settling  a  difficulty  between  a  railroad  and  ita 
employee  ia  a  resort  to  force.  >  And  the  question  is  whether  a  nation  pretending  to 
some  degree  of  civilization,  which  has  eliminated  the  doctrine  of  force  from  appli- 
cation to  controversies  between  man  and  man,  and  which  furnishes  judicial 
tribunals  for  the  settlement  of  these  controversies,  and  which  is  now  and  has  been 
for  years  endeavoring  internationally  to  secure  a  system  under  which  the  nations 
of  the  earth  will  create  similar  tribunals  for  the  adjustment  of  international  dis- 
putes without  resort  to  force — whether  such  a  civilised  nation  can  be  content  to 
perpetuate  the  existing  condition  of  things  is  a  subject  of  profound  thought. 

It  would  seem  to  be  our  highest  duty  to  meet  this  condition  and  ....  to 
create  some  system  under  which  a  resort  to  force,  the  most  barbaric  and  brutal 
of  processes,  can  be  avoided  for  the  settlement  of  disputes  between  great  employ- 
ers and  vast  bodies  of  employes. 
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The  moat  important  statement  that  has  thus  far  been  made  con- 
cerning methods  to  be  adopted  to  give  practical  effect  to  the  prin- 
ciple of  arbitration  as  a  means  of  settling  disputes  between  railroad 
employes  and  managers  is  the  proposal  which  the  President  em- 
bodied in  the  legislative  program  which  he  laid  before  Congress  on 
the  twenty-ninth  of  last  August.1  The  President  asked  Congress 
to  adopt 

an  amendment  of  the  existing  federal  statute  which  provides  for  the  mediation, 
conciliation  and  arbitration  of  such  controversies  as  the  present  by  adding  to  it  a 

'  Since  this  paper  was  written,  the  President  has  presented  his  annual  message 
to  Congress  and  has  renewed  the  recommendations  previously  made.  In  the 
annual  message  the  President  urged  upon  Congress  the  necessity  for  "the  pro- 
vision for  full  public  investigation  and  assessment  of  industrial  disputes,  and  the 
grant  to  the  Executive  of  the  power  to  control  and  operate  the  railways  when 
necessary  in  time  of  war  or  other  like  public  necessity." 

In  support  of  this  recommendation,  the  President  argued  that: 
"The  country  cannot  and  should  not  consent  to  remain  any  longer  exposed  to 
profound  industrial  disturbances  for  lack  of  additional  means  of  arbitration  and 
conciliation  which  the  Congress  can  easily  and  promptly  supply.  And  all  will 
agree  that  there  must  be  no  doubt  as  to  the  power  of  the  Executive  to  make  im- 
mediate and  uninterrupted  use  of  the  railroads  for  the  concentration  of  the  military  ■ 
forces  of  the  nation  wherever  they  are  needed  and  whenever  they  are  needed. 

"I  would  hesitate  to  recommend,  and  I  dare  say  the  Congress  would  hesitate  to 
act  upon  the  suggestion  should  I  make  it,  that  any  man  in  any  occupation  should 
be  obliged  by  law  to  continue  in  an  employment  which  he  desired  to  leave.  To 
pass  a  law  which  forbade  or  prevented  the  individual  workman  to  leave  hie  work 
before  receiving  the  approval  of  society  in  doing  so  would  be  to  adopt  a  new  prin- 
ciple into  our  jurisprudence  which  I  take  it  for  granted  we  are  not  prepared  to 
introduce.  But  the  proposal  that  the  operation  of  the  railways  of  the  country  shall 
be  stopped  or  interrupted  by  the  concerted  action  of  organised  bodies  of  men  until 
a  public  investigation  shall  have  been  instituted  which  shall  make  the  whole  ques- 
tion at  issue  plain  for  the  judgment  of  the  opinion  of  the  nation  is  not  to  propose 
any  such  principle.  It  is  based  upon  the  very  different  principle  that  the  con- 
certed action  of  powerful  bodies  of  men  shall  not  be  permitted  to  stop  the  industrial 
processes  of  the  nation,  at  any  rate  before  the  nation  shall  have  had  an  opportunity 
to  acquaint  itself  with  the  merits  of  the  case  as  between  employe  and  employer, 
time  to  form  its  opinion  upon  an  impartial  statement  of  the  merits,  and  oppor- 
tunity to  consider  all  practicable  means  of  conciliation  or  arbitration.  I  can  see 
nothing  in  that  proposition  but  the  justifiable  safeguarding  by  society  of  the  neces- 
sary processes  of  its  very  life.  There  is  nothing  arbitrary  or  unjust  in  it  unless  it 
be  arbitrarily  and  unjustly  done.  It  can  and  should  be  done  with  a  full  and  scrup- 
ulous regard  for  the  interests  and  liberties  of  all  concerned  as  well  as  for  the  per- 
manent interests  of  society  itself." 
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provision  that  in  case  the  methods  of  accommodation  now  provided  for  should 
fail,  a  full  public  investigation  of  the  merits  of  every  such  dispute  shall  be  insti- 
tuted and  completed  before  a  strike  or  lockout  may  lawfully  be  attempted. 

This  proposal  of  the  President  contains  the  essential  principle 
of  the  Canadian  Industrial  Disputes  Act  which  applies  not  only  to 
railroads  but  to  all  public  utilities  and  to  the  coal  and  metal  mining 
industries.  As  stated  in  a  bulletin  published  by  the  United  States 
Bureau  of  Labor: 

In  these  industries  and  occupations  |in  Canada]  it  is  unlawful  for  employers 
to  lock  out  their  workmen  or  for  employes  to  strike  until  an  investigation  of  the 
causes  of  the  dispute  has  been  made  by  a  government  board  appointed,  for  this 
particular  case  and  the  board's  report  has  been  published.  After  this  investigation 
is  completed  and  the  report  made,  either  party  may  refuse  to  accept  the  findings 
and  start  a  lockout  or  a  strike.  The  investigating  board  usually  tries  by  concilia- 
tion to  bring  the  parties  to  an  agreement,  so  that  the  functions  of  the  board  con- 
siderably exceed  those  of  a  body  appointed  solely  to  procure  information. 

It  was  evidently  the  thought  of  the  President  that  a  full  public 
investigation  of  the  merits  of  a  dispute  between  railroad  managers 
and  employes  would  disclose  a  basis  of  settlement  that  would  be  bo 
manifestly  just  as  to  cause  both  parties  to  accept  the  findings  of  the 
board  of  investigation.  That  might  uniformly  be  the  result;  but 
such  a  happy  settlement  of  controversies  might  not  always  be  ac- 
complished; and  there  would  still  be  the  danger  of  a  strike  or  lock- 
out. 

The  President  realized  that  a  law  providing  for  compulsory  in- 
vestigation of  railway  disputes  before  a  strike  or  lockout  can  be 
lawfully  declared  must  also  provide  against  an  interruption  of  the 
service  of  transportation,  and  he  recommended  as  a  part  of  his 
legislative  program— 

The  lodgment  in  the  hands  of  the  executive  of  the  power,  in  case  of  military 
necessity,  to  take  control  of  such  portions  and  such  rolling  stock  of  the  railways  of 
the  country  as  may  be  required  for  military  use,  and  to  operate  them  for  military 
purposed  with  authority  to  draft  into  the  military  service  of  the  United  States 
such  train  crews  and  administrative  officials  as  the  circumstances  require  for  their 
safe  and  efficient  use. 

To  one  who  views  the  question  from  the  standpoint  of  the  pub- 
lic interests,  it  would  seem  as  logical  and  as  imperative  that  the 
executive  branch  of  the  government  should  have  the  power  to  take 
over  and  run  the  railroads,  in  order  thereby  to  prevent  violence, 
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disorder  and  starvation  as  that  the  government  should  be  authorized 
to  operate  railroads  "in  the  case  of  military  necessity"  and  "as  a 
matter  of  national  defense."  It  is  possible  that  the  President  in- 
cluded among  "military  purposes"  such  steps  as  might  be  necessary 
to  prevent  the  tying  up  of  the  railroads  and  the  consequent  public 
disorder  and  starvation;  but  the  President  took  pains  to  state  that 
"the  power  conferred  in  this  matter  should  be  carefully  and  ex- 
plicitly limited  to  cases  of  military  necessity."  * 

Should  the  United  States  decide  to  adopt  compulsory  arbi- 
tration it  will  not  mean  experimenting  with  a  new  and  untried 
method  of  enforcing  the  peaceful  settlement  of  railway  labor  dis- 
putes. Compulsory  arbitration  has  been  in  successful  operation  for 
a  number  of  years  in  New  Zealand,  New  South  Wales,  Western  Aus- 
tralia, and  in  the  Australian  Commonwealth.  The  purposes  of  the 
Australian  Commonwealth  conciliation  and  arbitration  acts  of  1904, 
id  subsequent  years,  as  set  forth  in  the  acts  themselves,  are: 
To  prevent  strikes  and  lockouts;  to  constitute  a  federal  court  of  arbitration 
with  power  to  provide  for  the  amicable  settlement  of  disputes;  and  failing  of  such 

1  settlement  to  make  an  award;  to  make  and  enforce  agreements  between  employ- 
en  and  employes;  to  enable  state*  to  refer  to  it;  and  to  enoourage  organisations 

I  of  employers  and  employee,  who  may  approach  the  court  with  disputes.' 

According  to  the  testimony  of  two  impartial  Australian  writers: 
On  the  whole,  compulsory  arbitration  in  Australia  has  been  an  undoubted 
success  in  so  far  as  results  can  be  judged  during  the  comparatively  short  time  the 
system  has  been  in  operation.  In  New  Zealand,  where  it  has  been  in  vogue  longer 
than  anywhere  else,  the  success  has  been  unqualified.  g""'.  tflf  r* — p*1,  -*  ,l,° 
system  law  syn  bus*  *wtwil.  There  has  been  no  decisive  struggle  between  mas- 
ters and  men.  But  the  absence  of  such  a  struggle  is  in  itself  a  sign  of  efficiency, 
and  of  the  satisfaction  given  to  both  the  factors  in  industrial  prosperity. 
....  There  can  be  no  doubt  that  compulsory  arbitration  with  its  con- 
comitant awards  rests  on  a  sound  bans.* 

If,  as  I  have  ventured  to  assert,  the  public  is  definitely  of  the 
opinion  that  the  public  interests  are  above  the  interests  of  the  rail- 
road managers  or  their  employes,  that  disputes  in  the  railroad  service, 
when  negotiation  and  conciliation  shall  fail,  must  be  settled  by  peace- 
'  The  language  subsequently  used  by  the  President  in  his  annual  message  was 
"the  grant  to  the  Executive  of  the  power  to  control  and  operate  the  railways  in 
time  of  war  or  other  like  public  necessity." 

•  Annak  of  American  Academy,  Vol.  37,  p.  213.  " 

*  Ibid.,  220,221. 
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f  ul  methods,  and  that  the  public  cannot  permit  strikes  or  lockouts  to 
interrupt  transportation,  then  we  must  conclude  that  the  public 
will  necessarily  give  the  President  the  power  to  keep  the  railroads 
running.  This  would  be  a  power  of  great  magnitude;  but  no  greater 
than,  indeed  not  so  great  as,  the  military  power  of  the  President. 

The  mere  possession  of  great  power  ia  often  sufficient  to  make 
its  exercise  unnecessary.  It  is  altogether  probable  that,  if  those  who 
operate  the  railroads  realize  that  the  government  can  and  will, 
whenever  necessary,  take  over  and  manage  the  railroads,  they  will 
take  no  action  to  prevent  the  railroads  from  operating.  The  em- 
ployers and  the  employes  in  the  railroad  service  owe  it  to  the  public 
to  adopt  means  of  settling  their  disputes  without  bringing  universal 
distress  upon  the  country;  the  public,  acting  through  the  govern- 
ment, must  insist  upon  the  peaceful  adjustment  of  railroad  con- 
troversies and  must  adopt  the  measures  necessary  to  accomplish 
that  end. 
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Bt  Chables  R.  Van  Hibe, 
President,  University  of  Wisconsin. 

Id  this  discussion  I  represent  neither  capital  nor  union,  but 
merely  the  port  of  the  people  of  the  United  States  that  too  often 
have  been  disregarded  by  both — the  public. 

I  am  in  favor  of  the  organization  of  capital  whenever  capital 
carries  on  its  enterprises  with  due  consideration  for  the  welfare  of 
the  people.  I  have  always  been  strongly  in  favor  of  the  organiza- 
tion of  labor;  and  I  am  now  in  favor  of  supporting  the  unions  when- 
ever they  push  their  own  interests  with  due  consideration  for  the 
interests  of  the  public. 

As  a  background  for  the  discussion  it  is  necessary  to  consider 
for  a  moment  the  exceptional  situation  which  exists  for  the  public 
utilities.  It  is  now  generally  recognized  that  the  public  utilities, 
and  particularly  the  railroads,  arc  subject  to  regulation  through 
commission  so  far  as  the  managements  are  concerned.  The  move- 
ment for  their  control  was  most  strenuously  resisted  by  the  man- 
agers. Indeed  they  insisted  that  their  business  was  a  private  one 
which  they  should  handle  as  they  pleased,  but  the  public  by  sheer 
force  imposed  control  upon  them  despite  their  most  desperate 
resistance. 

At  the  present  time  not  only  the  right  but  the  imperative  neces- 
sity for  public  control  of  the  railroads  is  recognized  by  all. 

But  it  is  to  be  noted  that  regulation  only  concerns  the  man- 
agement. There  is  no  public  control  in  any  whatsoever  of  the 
employes.    Thus  far  the  control  has  been  one-sided. 

In  the  early  railroad  controversies  between  managers  and 
employes,  the  managers  were  the  stronger.  The  bargaining  was 
individual,  or  it  concerned  a  division,  or  at  most  a  railroad  system. 
Under  these  conditions  not  infrequently  the  managers  would  refuse 
to  arbitrate;  and,  if  they  did  consent  to  do  so,  it  was  with  the  greatest 
reluctance.  However,  the  local  unions  gradually  recognised  the 
increasing  power  given  them  by  cooperation,  and  in  1902  began 
the  concerted  movement  under  which  a  union  made  demands 
upon  the  employers  for  an  entire  district.     The  increased  power  of 
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the  unions  given  by  the  concerted  movement,  when  once  appre- 
ciated, led  them  to  a  number  of  such  movements  within  a  few  years. 
Each  of  these  was  confined  to  one  union  but  extended  over  a  large 
section  of  the  country.  This  may  be  illustrated  by  the  engineers' 
concerted  movement  of  1912  for  the  northeastern  part  of  the  United 
States.  Such  a  movement  gave  the  unions  equal  or  greater  power 
with  the  managers;  and  then  the  managers  were  ready  to  arbitrate, 
and  the  unions  were  somewhat  .hesitant. 

Finally  in  the  spring  of  the  present  year  a  concerted  movement 
of  the  four  powerful  unions  operating  trains — locomotive  engineers, 
firemen,  conductors,  and  trainmen — for  the  entire  United  States 
was  organized  and  demands  made  upon  the  managers.  Under 
these  circumstances  the  power  of  the  unions  was  far  greater  than 
that  of  the  managers;  and  consequently  the  managers  were  ready 
to  arbitrate  and  the  unions  would  not  agree  to  do  so. 

History  shows  that  between  the  two  there  is  no  choice.  When 
the  employers  were  in  the  saddle  they  gave  little  heed  to  the  public 
except  as  they  were  compelled  to  do  so.  Now  that  the  unions  are 
in  the  saddle  they  have  begun  to  use  their  power  in  precisely  the 
same  manner  as  did  the  managers,  giving  no  heed  to  the  public. 
The  question  now  ie:  will  the  unions  pursue  this  policy  until  com- 
pelled to  give  such  consideration,  or  will  they  be  wise  enough,  know- 
ing the  history  in  regard  to  the  managers,  to  steer  a  better  course.? 

In  the  controversy  under  discussion  the  unions  demanded  (1) 
an  eight-hour  basis  for  the  hundred  mile  run  instead  of  the  ten- 
hour  basis,  (2)  time  and  a  half  for  overtime,  and  (3)  the  retention 
of  all  present  advantages.  After  the  managers  had  agreed  to  arbi- 
trate and  the  unions  refused  to  arbitrate,  President  Wilson  pro- 
posed, on  August  15,  1916,  that  the  railroads  grant  the  eight-hour 
day  and  that  the  workers  abandon  the  demand  for  time  and  a  half 
for  overtime. 

It  is  not  now  possible  to  discuss  the  merits  of  either  of  these 
proposals.  I  merely  wish  to  point  out  that  the  demand  for  the 
eight-hour  day  is  not  what  it  appears  to  be.  The  division  points 
on  the  railroad  have  been  arranged  upon  the  basis  of  the  hundred 
mile  run  as  the  day's  work,  controlled,  however,  to  a  considerable 
extent  by  the  large  centers  which  necessarily  are  terminals.  By 
act  of  Congress  the  position  of  the  terminals  cannot  be  changed, 
and  the  basis  of  the  day  must  remain  the  hundred  mile  run. 
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Already  it  has  been  recognized  in  the  passenger  service  that 
five  hours  is  a  reasonable  time  in  which  to  run  one  hundred  miles, 
and  the  men  get  overtime  if  more  than  five  hours  are  used.  The 
question  in  the  case  of  the  freight  service  is  whether  or  not  eight 
hours  is  a  reasonable  time  in  which  upon  the  average  to  make  one 
hundred  miles.  In  this  connection  it  should  be  recalled  that  the 
harder  service  involved  by  the  powerful  locomotives  and  heavy 
freight  trains  is  recognized  by  variable  compensations  in  proportion 
to  the  character  of  the  engine,  and  is  greater  per  mile  run  than  in 
the  passenger  service.  A  law  requiring  the  men  operating  the  trains 
to  cease  work  after  eight  hours  is  wholly  impracticable. 

Since  this  is  so,  to  call  the  Adamson  law  an  eight-hour  day 
law  is  a  misnomer.  If  eight  hours  is  a  reasonable  time  in  which  to 
make  one  hundred  miles  in  the  freight  service,  then  overtime  should 
be  paid  after  eight  hours;  if  not,  it  should  not  be  paid.  This  is  a 
question  so  exceedingly  complicated  and  involves  so  many  factors 
that  it  would  be  folly  on  my  part  to  give  an  opinion  concerning  its 
merits  without  a  most  exhaustive  investigation. 

However,  under  threat  of  strike,  with  the  recommendation 
of  the  President,  Congress  in  four  days  passed  a  law,  which  was 
signed  by  the  President  September  3,  1916,  making  eight  hours  the 
basis  of  the  day's  work  and  at  the  same  time  disregarded  another 
recommendation  of  the  President  that  the  law  should  be  amended 
along  the  lines  of  the  Canadian  Industrial  Disputes  Act. 

The  additional  cost  of  operating  the  railroads  due  to  the  law, 
estimated  at  many  millions  of  dollars,  now  passes  on  to  the  public. 
Under  regulation  the  railroads  are  limited  to  reasonable  charges  by 
the  Interstate  Commerce  Commission.  Any  great  increase  in  the 
cost  of  operating  the  roads  sooner  or  later  passes  on  to  the  public. 
Only  recently  a  5  per  cent  advance  in  freight  rates  has  been  author- 
ized. The  public  must  pay  the  additional  millions,  because  of  the 
Adamson  law,  in  advance  of  its  being  ascertained  whether  or  not  it 
should  take  the  burden.  The  claims  of  the  men  may  have  been  just 
or  unjust.  I  pass  no  opinion  upon  them.  If  the  claims  were  just, 
why  not  have  had  an  investigation  by  an  impartial  tribunal  in  which 
the  public,  the  managers,  and  the  employes  were  represented?  If 
they  were  just,  the  demands  would  have  been  granted;  and  if  they 
were  unjust,  they  would  have  been  denied,  and  the  public  would 
not  have  been  mulcted  of  a  great  sum  of  money.    However  this 
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is  a  trivial  matter  as  compared  with  the  precedent  which  has  been 
set. 

We  have  a  situation  new  in  this  country  in  which  the  unions 
tell  the  government  what  laws  shall  be  passed  and  it  meekly  obeys. 

The  principle  has  been  yielded  that  400,000  men  can  refuse 
to  have  their  cause  investigated  and  adjudicated,  threaten  strike, 
and  secure  legislation,  thus  holding  up  100,000,000  people. 

As  one  of  the  100,000,000,  I  enter  my  most  earnest  protest 
against  this  surrender  of  the  government.  The  unions  are  now 
encouraged  by  their  success.  What  is  to  prevent  them  two  years 
hence  or  four  years  hence,  when  an  election  is  pending,  from  de- 
manding of  a  timid  government  thatthey  receive  time  and  a  half 
for  overtime,  without  any  adjudication  of  the  merits  of  the  question? 

But  suppose  the  strike  had  been  called  and  it  had  been  suc- 
cessful, what  would  be  the  situation?  Is  the  United  States  there 
is  one  city,  New  York,  with  over  5,000,000  population;  one  city, 
Chicago,  with  more  than  2,000,000;  one,  Philadelphia,  with  more 
than  1,500,000;  there  are  five  cities,  St.  Louis,  Boston,  Cleveland, 
Baltimore  and  Pittsburgh,  with  more  than  500,000  population; 
and  eleven  cities,  Detroit,  Buffalo,  San  Francisco,  Milwaukee,  Cin- 
cinnati, Newark,  New  Orleans,  Washington,  Los  Angeles,  Minne- 
apolis, and  Jersey  City,  with  more  than  250,000. 

No  other  country  in  the  world  possesses  so  many  large  cities; 
just  as  there  is  no  other  country  which  approximates  ours  in  rail- 
road mileage.  One  is  a  function  of  the  other;  neither  could  exist 
alone.  Large  cities  are  one  of  the  consequences  of  the  modern 
industrial  system.  In  ancient  times  there  were  no  cities  compara- 
ble in  magnitude  even  to  those  of  Chicago  or  Philadelphia,  much 
less  that  of  New  York,  for  the  simple  reason  that  the  people  could 
not  have  been  fed.  Only  by  the  continuous  operation  of  the  rail- 
roads can  the  people  in  the  great  cities  secure  food. 

If  a  railway  strike  was  declared  and  it  was  successful,  the  babies 
would  begin  to  suffer  for  milk  in  a  day;  the  perishable  foods  would 
be  scanty  in  a  week;  and  before  a  month  had  gone  by  the  people 
would  be  in  want  for  the  very  necessities  of  life. 

If  the  operation  of  the  trains  ceased  for  any  considerable  time 
the  greater  number  of  the  manufactories  would  be  obliged  to  dis- 
continue, both  because  they  could  not  secure  supplies  and  could 
not  sell  their  products.    The  financial  losses  would  be  incalculable, 
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to  be  reckoned  as  the  lowest  unit,  in  hundreds  of  millions  of  dollars. 
Hundreds  of  thousands  of  laborers  would  be  out  of  employment; 
and  they  would  not  have  the  money  to  purchase  food  even  if  it 
were  obtainable. 

The  loss  of  life  would  be  worst  among  the  families  of  laboring 
men  and  especially  the  babies.  The  well-to-do  would  be  able  to 
purchase  at  high  prices  the  scanty  foods  obtainable;  and  the  rich, 
while  they  might  suffer  financial  loss,  would  endure  no  hardship. 
The  unions  would  be  responsible  not  only  for  the  paralysis  of  the 
trade  and  industry  of  the  country  but  for  the  death  of  perhaps 
hundreds  and  the  misery  of  millions  of  people  less  fortunate  in  com- 
pensation and  in  position  than  the  men  of  the  unions.  The  dis- 
aster to  the  nation  would  be  far  beyond  my  power  to  conceive  or 
describe. 

If  the  tremendous  responsibility  of  a  general  railway  strike  is 
once  appreciated  by  the  men  of  the  unions,  I  have  a  better  opinion 
of  them  than  to  believe  that  they  will  ever  bring  dire  disaster  upon 
the  country  simply  to  advance  their  own  selfish  interests.  They 
should  unite  with  the  public  in  finding  a  solution  of  the  problem 
which  will  make  a  railroad  strike  in  the  future  an  impossibility. 
If  they  refuse  to  do  this  it  will  be  necessary,  just  as  it  was  with  the 
managers,  to  force  control  upon  them.  The  railroads  must  be  con- 
tinuously operated.  Some  other  way  must  be  found  than  by  strike 
or  lockout  to  settle  the  differences  between  the  managers  and  em- 
ployes for  the  public  utilities. 

If  the  question  ever  goes  to  an  issue,  there  can  be  no  doubt  of 
the  result.  President  Wheeler,  of  the  University  of  California,  in 
his  first  address  as  exchange  professor  at  the  University  of  Berlin, 
said:  "In  America,  the  ultimate  source  of  authority  is  public  opin- 
ion." Either  managers  or  employes  who  refuse  to  recognize  the 
power  of  this  public  opinion  when  united  would  be  crushed.  If 
public  opinion  were  once  united,  as  it  would  be  if  a  strike  were  called, 
there  would  be  a  power  which  Congress  would  fear  even  more  than 
it  fears  the  unions. 

What,  then,  is  the  line  of  progress?  This  is  the  question  which 
.  deeply  concerns  us.  The  answer  must  rest  upon  the  principle  that 
the  interest  of  the  public  in  the  operation  of  the  railroads  is  para- 
mount, and  that  the  interests  of  the  managers  and  unions  are 
strictly  subordinate.    To  this  paramount  interest  both  must  sub- 
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mit.  An  intolerable  situation  exists  so  long  as  any  group  or  groups 
of  men,  whether  managers  or  union,  can  halt  the  continuous  opera- 
tion of  the  trains. 

We  now  turn  for  a  moment  to  the  experience  of  other  countries 
to  assist  us  in  finding  a  way.  In  1910  a  general  railway  strike  was 
called  in  France;  and  the  conditions  above  described  threatened 
that  country.  Minister  Aristide  Briand  immediately,  under  the 
authority  of  military  law,  commanded  the  mobilization  of  the  strik- 
ers for  three  weeks  of  military  training.  The  military  duty  to 
which  they  were  summoned  was  Tunning  the  trains.  Disobedience 
would  entail  punishment  under  military  [aw.  The  strike  was 
broken  in  six  days. 

Later,  in  discussing  the  matter,  Briand  declared  "that  public 
servants  must  be  required  to  discharge  their  duties  regularly  and 
without  interruption."  Indeed  he  regarded  the  operation  of  the 
railroads  as  so  imperative  that  he  declared : 

If  the  government  had  not  found  in  the  law  that  which  enabled  it  to  remain 
master  of  the  frontiers  of  France,  and  master  of  its  railways,  which  are  india- 
penaible  instruments  of  the  national  defense;  if ,  in  a  word,  the  government  had 
found  it  necessary  to  resort  to  illegality,  it  would  have  done  so. 

This  he  regarded  as  defensible  under  the  doctrine  Solus  publico. 
supremo  lex.  Briand,  at  this  most  critical  time  in  the  history  of 
France,  is  Prime  Minister  of  that  country. 

In  Germany,  bo  clearly  recognized  is  the  public  interest  in  the 
operation  of  the  trains  that  unionism  is  not  allowed  on  the  railroads, 
although  recognized  as  legitimate  in  private  industry.  In  New 
Zealand,  strikes  and  lockouts  are  illegal  altogether  until  a  hearing 
is  held  before  a  court  of  arbitration  and  recommendations  made. 
The  law  is  so  operated  that  lockouts  and  strikes  have  practically 
ceased.  In  Australia  is  a  conciliation  and  arbitration  act  with 
provisions  similar  to  those  of  New  Zealand,  providing  for  compul- 
sory arbitration  in  all  labor  disputes.  In  Canada  strikes  and  lock- 
outs are  illegal  until  a  board  of  conciliation  has  investigated  the 
facts  and  made  recommendations  for  the  settlement  of  the  dispute. 
In  operation,  this  law  has  greatly  reduced  the  number  of  important 
strikes,  because  either  side  failing  to  accept  the  recommendations 
of  the  board  has  a  unanimous  public  sentiment  against  it.  South 
Africa  has  a  law  for  preventing  strikes  and  lockouts  similar  to  that 
of  Canada. 
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The  facts  cited  show  how  far  the  United  States  are  behind 
many  other  countries  in  the  machinery  to  control  emergencies  such 
as  arose  last  autumn. 

In  this  country  we  have  only  the  Newlands  act  which  fur- 
nishes mediation  and  arbitration  provided  both  sides  agree.  I 
cannot  now  go  into  the  details  of  the  law.  Its  impotency  in  an 
emergency  has  been  shown.  As  a  minimum  step  this  law  should 
be  amended  along  the  line  of  the  Canadian  Industrial  Disputes 
Act,  so  as  to  compel  investigation  and  recommendations  by  a  tri- 
bunal in  which  the  public  is  represented  before  a  strike  can  be  de- 
clared upon  the  railroads.  It  is  probable  that  in  any  given  case,  if 
such  a  law  were  in  force,  so  that  public  opinion  could  be  crystallized 
by  an  investigation  and  recommendations  of  the  board,  neither 
side  would  dare  disregard  those  recommendations. 

If  Congress  does  not  pass  the  measures  suggested  or  some  other, 
with  similar  purposes,  if  it  makes  no  attempt  to  remedy  the  situa- 
tion, and  the  country  is  left  in  a  position  in  which  it  may  again  be 
held  up,  that  body  will  be  indeed  recreant  to  its  trust. 

I  have  no  doubt  the  courts  will  maintain  that  compliance  with 
the  law  proposed  is  not  "involuntary  servitude."  The  public  inter- 
est in  the  operation  of  the  railroads  is  so  dominating  that  the  same 
principles  are  applicable  that  have  been  held  to  apply  in  the  case 
of  the  Seamen's  Act  and  in  regard  to  quitting  trains  between  ter- 
minals. A  strike  in  the  railway  service  is  of  such  momentous  con- 
sequence to  the  public  that  the  right  of  concerted  action  to  discon- 
tinue service  mutt  be  qualified. 

However,  even  if  the  measure  proposed  be  enacted  into  law, 
it  is  not  a  final  solution  of  the  problem  under  discussion.  There  is 
only  one  final  solution  of  that  problem  and  that  is  to  carry  the  prin- 
ciple of  regulation  to  its  logical  conclusion. 

At  the  beginning  of  my  paper  I  pointed  out  that  regulation 
has  been  accepted  as  a  public  policy  both  national  and  state  so  far 
as  the  managers  are  concerned.  The  principle  should  be  carried 
to  the  employes  as  well.  A  commission  should  be  granted  the 
power  to  fix  wages  for  public  utilities.  I  do  not  care  whether  there 
be  created  a  separate  wage  commission  or  there  be  added  a  branch 
to  the  Interstate  Commerce  Commission  for  this  purpose.  There 
would  be  some  advantages  in  having  a  separate  commission;  for 
then  there  would  be  one  body  concerned  primarily  with  rates  and 
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another  concerned  primarily  with  wages.  Much  of  the  statistical 
investigation  which  is  necessary  for  one  may  be  used  by  the  other; 
and  there  could  be  a  central  organized  bureau  of  experts  and  stat- 
isticians who  would  be  continually  collecting  information  for  both. 

Why  is  the  proposed  law  logical?  Why  is  it  necessary?  Be- 
cause if  the  public  interest  is  paramount  in  the  operation  of  public 
utilities,  then  the  rates  allowed  to  be  charged  decide  what  the  rail- 
roads can  pay  in  wages.  The  railroads  should  be  allowed  to  charge 
rates  which  give  a  fair  dividend  and  no  more  upon  the  stock,  pay 
the  interest  on  the  bonds,  and  pay  a  just  wage  not  to  one  group  of 
employes,  but  to  all  groups.  A  wage  commission  would  not  raise 
the  pay  of  the  highest  paid  group  and,  by  indirection,  hold  hori- 
zontal or  depress  the  pay  of  the  poorest  paid  group. 

The  proposed  amendment  of  the  Newlands  Act,  while  it  might 
prevent  strikes  and  lockouts  and  so  avoid  the  greatest  injury  to  the 
public,  would  not  remedy  the  defect  of  an  unjust  scale  of  wages. 
It  would  not  put  the  employes  of  the  railroad  upon  an  equal  basis. 
If,  however,  there  were  a  wage  commission  which  at  all  times  was 
studying  the  question  of  the  proper  relative  wages  of  the  different 
employes  of  the  railroads  and  in  relation  to  the  wages  that  are  paid 
in  other  industries;  if  it  could  study  the  question  with  relation  to 
times  of  prosperity  and  times  of  stagnation,  such  a  commission 
would  be  better  able  to  determine  what  is  a  fair  wage  for  each  class 
of  employes  than  are  the  managers  or  are  the  men. 

We  cannot  expect  the  men  to  surrender  the  right  to  strike 
unless  there  be  provided  some  measure  which  will  give  them  fair 
wages  and  proper  conditions  of  service;  and,  therefore,  if  the  right 
to  strike  is  to  be  curtailed  it  must  be  accompanied  by  some  law 
which  will  insure  fair  treatment;  and  this  can  only  be  accomplished 
through  a  wage  commission. 

My  remedies,  therefore,  for  the  existing  railroad  situation  are, 
first,  alleviation: — amend  the  Newlands  Act  so  as  to  prohibit  a 
railway  strike  until  after  an  investigation  of  the  controversy  and 
recommendations  concerning  its  settlement;  and,  secondly,  as  a 
final  solution,  the  creation  of  a  wage  commission  either  as  a  branch 
of  the  Interstate  Commerce  Commission  or  independent  of  it  to 
handle  wages  for  the  railroads. 

I  do  profoundly  hope  that  the  present  Congress  will  enact 
legislation  to  rescue  the  country  from  its  present  humiliating  sit- 
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uation.  There  can  scarcely  be  a  doubt  that  every  foreign  civilised 
nation  was  amazed  that  the  United  States,  which  is  regarded  at 
this  time  as  the  one  great  neutral  nation  which  must  exercise  vast 
moral  power  upon  the  belligerents  in  the  settlement  of  the  world 
war,  baa  so  weak  and  feeble  a  government,  that  it  cannot  handle 
an  economic  problem  which  concerned  a  small  group  of  its  own 
people.  I  can  scarcely  think  of  our  position  before  the  civilised 
people  of  the  world  without  my  cheeks  becoming  hot  with  shame. 
I  hope  that  we  may  escape  from  further  ignominy,  and  that  never 
shall  a  situation  recur  in  which  the  government  of  the  United  States 
surrenders  to  a  minority  insignificant  in  numbers. 
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THE  ATTITUDE  OF  THE  RAILROAD  BROTHERHOODS 
TOWARD  HOURS  AND  WAGES 

By  A.  B.  Gabbbtbon, 
Prerident,  Order  of  Railway  Conductors  of  America. 

To  understand  the  attitude  of  the  brotherhoods  toward  the 
question  of  the  shortening  of  the  hours  in  connection  with  the  wage 
rate  in  the  late  eight-hour  movement  it  ia  necessary  to  have  some 
knowledge  of  the  conditions  under  which  train  and  enginemen  serve. 

When  the  brotherhoods  came  into  existence  in  the  militant 
sense  there  were  no  limitations  whatever  upon  the  hours  of  service. 
Even  the  twenty-four  hours  in  the  calendar  day  were  not  a  limit. 
The  time  to  complete  a  trip,  even  though  it  might  require  two  or 
three  times  twenty-four  hours,  was  the  requirement  and  no  over- 
time was  paid — only  the  trip  allowance  being  made,  whatever  it 
might  be.  The  men,  through  their  organisations,  first  succeeded 
in  establishing  the  twelve-hour  day,  then  the  ten,  but  during  all 
those  years  the  greater  part  of  their  energy  was  expended  on  the 
question  of  increasing  the  wage,  while  at  the  same  time  striving  to 
limit  the  excessive  use  of  men  even  where  overtime  was  paid. 
Every  agreement  between  these  organizations  and  their  employing 
railways  used  to  provide  that  when  a  man  had  been  used  for  a  cer- 
tain period— presumably  sixteen  hours — he  should  be  entitled  to 
rest,  no  matter  where  he  might  be,  but  this  rule  was  shamelessly 
violated  and  as  an  outgrowth  thereof  effort  was  made  by  legislative 
enactment,  and  what  is  known  as  the  "Hours  of  Service  Act," 
fining  the  employers  for  permitting  men  to  work  a  longer  period 
than  sixteen  continuous  hours,  was  enacted,  but  under  the  guise  of 
casualties  thousands  of  men  every  month,  as  shown  by  the  reports 
of  the  Interstate  Commerce  Commission,  are  working  periods  rang- 
ing from  sixteen  to  sixty-five  hours  or  upwards,  and  experience  has 
shown  that  the  enactment  of  that  sixteen-hour  law  operated  to 
establish  a  sixteen-hour  day  instead  of  a  ten-hour  day,  as  was  in 
force  and  effect,  each  hour  thereof  being  paid  at  the  pro  rata  rate 
under  the  present  overtime  regulations. 

The  men  therefore  determined  to  concentrate  the  energies  of 
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the  four  brotherhoods  upon  the  effort  to  do  away  with  such  exces- 
sive hours  and  they  formulated  the  demand  for  the  eight-hour  day, 
accompanied  by  the  demand  for  time  and  one-half  time  for  over- 
time as  a  purely  punitive  measure  in  the  hope  of  making  it  uneco- 
nomic to  use  men  for  the  excessive  periods  which  they  were  being 
used  under  the  going  arrangement,  which  prompted  the  company  to 
use  the  men  up  to  the  sixteenth  hour  for  the  same  rate  of  pay  that 
was  paid  to  them  for  the  first  or  any  one  of  the  succeeding  ten  hours. 

Had  the  real  purpose  of  the  men  been  only  an  increase  in  wages 
the  punitive  overtime  would  never  have  been  demanded  because  the 
true  incentive  to  work  the  men  long  hours  lies  in  the  economic 
feature  thereof,  and  the  way  to  have  produced  an  increase  in  earn- 
ings would  have  been  to  have  demanded  the  eight-hour  day  with 
overtime  on  the  pro  rata  basis,  as  has  formerly  obtained.  The  one 
feature  of  their  demand  which  the  men  most  strongly  insisted  upon 
was  the  punitive  overtime  because  they  realized  that  no  other 
agency  would  decrease  the  hours  required  of  them  to  the  same  ex- 
tent. And  they  further  realized  from  practical  knowledge  of  oper- 
ation that  overtime  in  train  service  is,  all  statements  to  the  contrary 
notwithstanding,  largely  a  controllable  factor  which  will  be  con- 
trolled whenever  the  profit  is  taken  from  it. 

The  following  statement  by  President  Lovett  of  the  Harriman 
Lines  made  before  the  Senate  Committee  on  Interstate  Commerce 
Commission  in  the  hearing  on  the  eight-hour  bill  brought  out  the 
real  attitude  of  the  railways: 

We  will  run  the  railroads  just  as  we  do  now  and  pa;  the  overtime.    That  ia 

the  cheapest  way  out.    Of  course,  we  will  do  it  the  cheapest  way  we  can 

That  is  the  deliberate  judgment  of  these  men  (railroad  operating  officers)  as 
being  the  most  economic^. 

In  other  words,  the  railroad  companies  were  desirous  of  work- 
ing men  for  the  sixteen-hour  day  if  it  brought  economic  gain. 
Not  the  slightest  trace  of  humanism  appeared  in  their  attitude — 
just  the  reiteration  of  the  ages  old  position — that  life,  comfort, 
safety  and  happiness  must  all  be  relegated  to  the  rear  rank  when 
profits  loom  large  in  the  foreground. 

The  real  _  questions  were:  Should  men  entrusted  with  the 
safety  of  train  movement  be  required  to  work  hours  that  make 
"  Safety  First"  an  empty  phrase?  Or  should  they  be  permitted  to 
cease  labor  as  soon  after  the  lapse  of  a  period  which  every  tribunal, 
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social  or  hygienic  in  its  character,  has  declared  to  be  as  long  as 
men  should  be  allowed  or  required  to  work,  in  view  of  the  character 
of  their  service?  Or,  is  the  contention  of  the  railway  officials  to  be 
upheld  that  men  should  be  worked  as  long  as  it  is  economic  for  the 
employer  to  work  them? 

The  position  of  the  railway  employes  was  that  they  would 
shorten  the  hours  with  a  probable  diminution  of  earnings  in  prefer- 
ence to  taking  an  increase  in  the  wage  scale,  leaving  the  present 
time  requirements  made  upon  them  in  effect. 
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GOVERNMENT  ARBITRATION  AND  MEDIATION      , 
Bt  James  T.  Young, 
Professor  of  Public  Administration,  Wharton  School,  University  of  Pennsylvania. 

Is  government  arbitration  and  mediation  a  success  in  the  United 
Statist 

Should  it  be  made  compulsory? 

Should  the  law  forbid  the  calling  of  a  railway  strike  until  a  public 
investigation  and  report  can  first  be  madef 

What  change  is  required  in  our  present  government  system  for 
settling  disputes? 

The  present  article  is  designed  to  show: 

That  the  government  system  has  succeeded  far  beyond  the 
strongest  expectation  of  its  friends; 

That  this  success  has  been  won  in  the  settlement  of  the  same 
kind  of  labor  disputes  as  those  now  coming  up  in  national  and 
local  fields ; 

That  these  results  have  been  attained  without  the  element  of 
compulsion,  which  is  therefore  unnecessary  and  even'  undesirable; 

That  the  benefits  of  arbitration  would  be  lost,  and  perhaps  the 
whole  plan  defeated,  by  prohibiting  strikes  until  an  official  investi- 
gation could  be  made; 

That  the  only  compulsory  feature  of  a  government  system 
should  be  a  public  investigation  and  report 

The  annual  loss  from  strikes  and  lockouts  in  the  United  States 
now  equals  the  fire  loss,  which  is  about  $250,000,000.  AH  are  agreed 
that  this  waste  of  the  national  strength  should  be  stopped,  by  gov- 
ernment settlement  if  possible.  But  beyond  this  point  there  is  the 
greatest  diversity  of  opinion  and  misunderstanding  of  the  facts. 
The  general  popular  belief  is  that  arbitration  is  the  main  feature  of 
our  present  plan  of  settlement,  and  that  since  arbitration  has  failed 
(!)  we  must  work  out  a  new  method.  Few  understand  that  the 
chief  and  most  successful  part  of  our  system  is  "mediation,"  or,  as 
A  it  is  sometimes  called,  "conciliation."  In  order  to  reach  any  con- 
clusions on  our  future  policy,  we  must  first  clear  up  these  misunder- 
standings. 

In  both  the  national  and  state  laws  a  sharp  distinction  is  made 
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between  mediation  and  arbitration.  The  first  effort  of  public  offi- 
cials, when  a  dispute  arises,  ie  to  "mediate."  They  interview  each 
party  to  the  dispute  separately  and  secure  the  utmost  concessions 
which  each  is  willing  to  make.  Next  they  try  to  bring  about  a 
settlement  on  the  basis  of  these  concessions.  This  plan  now  din- 
-Vpows  of  over  four-fifths  of  the  railway  cases  that  come  up.  Arbitration, 
however,  is  entirely  different.  If  the  officials  fail  to  secure  enough 
concessions  to  settle  the  dispute,  they  bend  their  efforts  towards 
obtaining  an  agreement  of  the  parties  to  refer  the  dispute  to'a  board 
of  arbitration.  This  is  the  substance  of  the  Erdman  Act,  the  New- 
lands  Act  and  all  the  state  arbitration  laws.  Bearing  this  distinc- 
tion in  mind,  let  us  glance  at  some  of  the  results  of  the  federal  and 
state  systems. 

Three  national  laws  have  been  passed  to  provide  a  method  of 
settling  disputes  on  interstate  railways. 

The  law  of  1888  was  in  one  respect  the  best  of  the  three,  al- 
though it  is  no  longer  in  force.  It  provided  that  the  President 
might  appoint  two  investigators  who,  together  with  the  United 
States  Commissioner  of  Labor,  should  form  a  temporary  commission 
to  examine  the  causes  of  any  interstate  railway  controversy,  the 
conditions  which  accompanied  it,  "  and  the  best  means  for  adjusting 
it. "  The  report  of  this  body  was  to  be  transmitted  to  the  President 
and  Congress.  Such  a  purely  investigating  commission  might  be 
appointed  on  the  request  of  either  party  or  by  the  President  himself, 
or  need  not  be  appointed  at  all.  The  act  also  contained  a  weak 
provision  for  a  board  of  arbitration  to  be  chosen  by  the  parties  if 
they  wished,  which  should  render  a  decision  on  all  the  matters  in 
dispute.  This  decision,  however,  was  not  binding.  That  is,  the 
parties  might  agree  to  arbitration  without  consenting  to  abide  by 
its  awards.  This  .statute,  which  remained  a  dead  letter  on  the 
books  for  ten  years,  was  never  utilized.  The  reasons  are  very  sim- 
ple and  easily  discovered: 

(a)  The  balance  of  power  lay  entirely  with  the  railway  mana- 
gers; many  of  the  strikes  were  complete  failures;  the  unions  were 
on  the  defensive. 

(b)  Both  sides  in  the  labor  controversies  of  the  time  were  poorly 
organized.  No  principles  or  methods  of  dealing  between  labor  and 
capital  had  yet  been  worked  out.  -  There  were  no  established  habits 
of  procedure,  but  each  strike  or  dispute  was  an  event  in  itself,  sepa- 
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rate  and  distinct  from  all  others.  We  were  in  the  "rule  of  thumb" 
stage  of  opinion  on  labor  controversies. 

For  these  reasons  the  decade  1888-1898,  and  even  to  1905, 
represents  an  era  in  which  arbitration  was  not  the  habitual  but  the 
most  unusual  thing,  to  do. 

The  second  law,  known  as  the  Erdman  Act,  was  passed  in  1868 
and  provided  that  the  federal  officers,  on  learning  of  a  serious  inter- 
state dispute,  should  attempt  to  mediate  in  the  method  already 
described.  Failing  in  this  they  should,  if  possible,  persuade  the 
parties  to  sign  a  contract,  the  terms  of  which  were  fixed  by  the  law 
itself.  This  contract  provided  for  the  submission  of  the  dispute 
to  a  board  of  arbitration  composed  of  three  members  chosen  by  the 
parties  themselves.  The  award  made  by  this  board  should  be  bind- 
ing for  a  definite  period.  An  appeal  might  be  taken  from  the 
board's  decision  to  the  federal  courts.  It  is  a  remarkable  fact  that 
only  one  case  was  brought  up  under  this  law  in  the  first  eight  years 
of  its  history.  This  shows  clearly  that  the  parties  concerned,  and 
public  opinion  in  general,  had  not  yet  developed  to  the  point  where 
arbitration  was  a  natural  and  instinctive  method  of  settlement. 
In  the  one  case  that  was  presented  during  this  time  the  railways 
declined  arbitration  and  the  government  system  failed.  The  em- 
ployes voted  to  strike  by  an  almost  unanimous  ballot,  whereupon 
the  managers  conceded  the  substance  of  the  union's  demands,— a 
settlement  that  could  have  been  easily  made  by  arbitration.  Mean- 
y  while  in  the  period  from  1901  to  1905  there  were  329  strikes  affecting 
the  railways,  with  only  this  single  case  of  attempted  arbitration 
above  described,  and  it  a  failure.  This  would  seem  to  show  con- 
clusively that  the  unwillingness  to  make  use  of  the  previous  act 
was  not  due  to  the  weakness  of  the  law,  but  to  the  lack  of  experience 
of  the  parties  and  the  backward  state  of  public  .opinion. 

Beginning  with  1905,  however,  a  complete  reversal  in  conditions 
took  place.  Despite  the  failure  of  several  abortive  attempts,  the 
unions  had  finally  got  a  firm  grip  upon  all  the  labor  supply  of  the 
interstate  trains.  With  this  there  had  come  a  parallel  development 
in  the  control  of  railway  capital;  mergers  had  taken  place;  railway 
systems  had  been  more  firmly  cemented  .together;  the  "community 
of  interest"  between  competing  lines  had  become  a  familiar  feature 
of  transport  management.  In  1902  the  public  had  received  that 
dramatic  proof  of  the  possibilities  of  arbitration  which  we  still  refer 
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to  as  "the"  anthracite  coal  strike.  This  was  probably  the  last 
great  controversy  in  which  the  mining  companies  felt  assured  of 
success  in  a  contest  with  labor  organisations,  and  when  victory  was 
within  their  reach  it  was  wrested  from  them  by  the  national  execu- 
tive who  forced  arbitration.  It  is  difficult  to  exaggerate  the  spec- 
tacular effect  of  this  case.  It  established  once  for  all  the  fact  that 
arbitration  on  a  grand  scale  in  a  crisis  of  national  proportions  is 
possible.  The  similarity  of  the  issues  with  those  arising  on  the 
railways  was  also  helpful.  This  striking  demonstration  removed 
,  the  chief  obstacle  to  the  use  of  the  Erdman  Law,  and  in  the  next 
eight  years  there  followed  in  rapid  succession  a  series  of  61  cases, 

-Vmoet  of  which  were  finally  solved  by  mediation,  there  being  only  12 
*in  which  arbitration  was  necessary. 

.,  The  third  act,  known  as  the  Newlands  Law,  waB  passed  in 
"iJuly,  1913.  It  differs  from  the  Erdman  Act  in  only  two  important 
points, — the  boards  of  arbitration  under  the  Erdman  Act  were  con- 
sidered too  small  by  the  railway  managers;  under  the  Newlands 
Act  they  may,  by  consent  of  the  parties,  be  doubled  to  six  members 
instead  of  three.  The  new  law  also  provides  that  the  work  of  me- 
diation shall  be  undertaken  by  a  special,  permanent  commissioner 
of  mediation  acting  with  one  or  two  other  federal  officers,  to  be  des- 
ignated by  the  President,  and  forming  a  "  Board  of  Mediation  and 
Conciliation."  Following  the  01  cases  presented  for  settlement 
under  the  Erdman  Act,  60  more  have  already  been  brought  up  under 
the  Newlands  Law,  that  is,  in  the  last  three  years  as  many  contro- 
versies have  been  submitted  and  settled  as  in  the  entire  preceding 
twenty-five  years.  Of  these  00  cases,  51  have  been  settled  by  me- 
diation and  9  by  arbitration. 

,--*"  Taking  the  entire  results  of  the  Erdman  and  Newlands  Laws 
since  1900,  that  is,  since  arbitration  has  become  an  accepted  method, 
we  observe  that  a  total  of  121  oases  have  been  submitted.  Of  these 
overi70  were  settled  by  mediation.  Of  the  remainder,  21  cases 
were  settled  by  arbitration,  or  by  arbitration  combined  with  me- 
diation. In  the  remaining  cases,  the  services  of  the  mediators  were 
either  refused  or  a  direct  settlement  made  without  retort  to  arbi- 
tration. This  is  an  astonishing  record.  Two  features  stand  out 
with  especial  prominence — the  rapid  increase  in  effectiveness  of 
mediation,  and  the  great  importance  and  breadth  of  the  problems 
submitted  to  arbitration.    Mediation  settled  more  than  half  of  the 
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controversies  brought  up  to  the  •board  under  the  Erdman  Law,  and 
over  four-fifths  of  those  brought  in  the  last  three  years  under  the 
Newlands  Act.  Among  the  matters  subjected  to  arbitration  were 
issues  ranging  from  the  most  minute  point  up  to  the  entire  terms  of 
employment  on  over  40  railroads;  from  the  discharge  of  an  electric 
motonnan  for  disobedience  of  orders  to  the  settlement  of  pay  and 
basic  hours  of  work  per  day  for  many  thousands  of  men. 

Since  1910  a  great  cycle  of  demands  from  all  of  the  brotherhoods 
has  been  presented  to  the  railways.  In  November,  1912,  the  en- 
gineers asked  considerable  increases.  The  substantial  part  of  these 
was  granted  by  an  award  under  the  Erdman  Act.  In  April,  1913, 
the  firemen  followed.  Next  came  the  conductors  and  trainmen  in 
eastern  territory  in  July,  1913,  under  the  Newlands  Act,  and  finally 
the  engineers  and  firemen  in  western  territory  in  1914-1916  under 
the  same  law.  In  every  one  of  these  a  marked  and  substantial 
advance  was  scored  by  the  employes.  It  has  been  claimed  that  in 
a  recent  case  the  employes  discovered  that  two  members  of  the 
arbitral  board  owned  stock  in  the  railway  concerned.  It  has  also 
been  complained  that  in  some  recent  controversies  the  employes 
have  not  received  all  that  they  might  properly  expect.  These  are 
the  only  reasons  made  public  for  refusing  arbitration  in  1916. 
Against  them  stand  the  long  aeries  of  awards  above  described  cover- 
ing a  period  of  ten  years  in  which  the  most  meticulous  care  has  been 
taken  to  preserve  both  the  sensibilities  and  the  substantial  justice 
of  the  employes'  side  of  each  case.  Even  in  the  controversy  arising 
over  the  discharge  of  a  motorman,  already  mentioned,  the  arbitra- 
tion board  upheld  the  discharge  on  the  ground  of  absolute  public 
responsibility  of  the  railway  officers  to  enforce  obedience  to  train 
despatchers'  orders,  but  suggested  a  reinstatement  after  60  days' 
suspension.  The  same  course  was  taken  in  a  similar  case  arising 
under  the  sixteen  hours  of  service  act. 

These  facts  must  be  weighed  in  judging  the  results  of  our  na- 
tional system.  For  it  is  not  sufficient  that  arbitration  shall  "keep 
the  trains  running."  A  plan  of  settlement  to  be  permanent  must 
offer  more  than  this.  It  must  afford  a  means  of  securing  substan- 
tial justice.  Any  system  which  continuously  raised  wages  in  times 
of  business  disaster  or  which  kept  them  down  when  prosperity  was 
at  the  flood  tide,  would  be  unjust  and  hostile  to  the  public  interest. 
If  arbitration  has  erred  from  this  standard  it  has  been  on  the  safe 
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side,  in  favor  of  labor.  Arbitration  has  kept  the  wheels  turning  and 
has  been  fair  to  labor.  It  has  awarded  a  marked  increase  in  pay 
and  a  reduction  of  the  basic  hours  of  the  work  day  of  every  interstate 
train  employe  in  the  country. 

In  the  state  governments  the  experience  has  been  leas  favorable, 
but  shows  the  same  general  tendencies  as  in  the  national  system. 
Wherever,  as  in  Massachusetts  and  New  York,  the  custom  has  arisen 
to  refer  disputes  to  arbitration  and  mediation,  the  state  system  has 
produced  results.  On  the  other  hand,  where  public  opinion  on  the 
question  is  not  active,  the  parties  usually  prefer  to  fight  it  out  among 
themselves,  and  the  mere  presence  of  an  arbitration  law  on  the 
statute  book  is  of  no  consequence.  This  is  a  counterpart  of  the 
early  history  of  the  Erdman  Act.  The  habit  of  arbitration  and  a 
public  insistence  on  it  must  first  be  formed  before  an  arbitral  law 
can  produce  any  valuable  effects. 

The  state  acta  have  usually  followed  the  Massachusetts  statute 
passed  in  1886.  It  provides  for  a  state  board  of  conciliation  (me- 
diation) and  arbitration.  This  board  receives  notice  from  the  city 
or  town  authorities  of  any  dispute  which  involves  more  than  25 
persons.  The  parties  themselves  may  also  send  notice  to  the 
board.  Upon  receiving  notice  it  communicates  with  both  parties 
and  tries  to  reach  an  amicable  settlement  by  mediation.  Failing 
in  this,  it  arbitrates.  If  this  also  cannot  be  secured,  the  board  in- 
vestigates and  makes  a  report,  setting  forth  the  causes  and  assign- 
ing the  responsibility  for  the  controversy.  It  may  also  at  any  time 
make  an  investigation  and  public  report  upon  any  labor  contro- 
versy affecting  the  public  welfare.  There  are  some  important  va- 
riations in  the  laws  of  the  other  states.  In  Pennsylvania  and  Ohio, 
for  example,  a  single  officer  is  entrusted  with  these  duties.  He 
first  mediates  and,  if  unsuccessful,  he  then  encourages  the  appoint- 
ment of  a  special  board  of  arbitration  by  the  parties.  In  Illinois 
and  New  York  the  state  board  itself  acts  as  the  arbitration  tribunal. 
In  some  states  the  legislatures  have  merely  passed  an  arbitration 
act  and  then  dismissed  the  whole  matter  from  their  minds.  In 
California  there  is  an  admirable  "system"  but  no  arbitration, 
since  the  legislature  has  not  even  appropriated  money  for  the 
board. 

"*^  The  Massachusetts  and  New  York  systems  have  proven  the 
most  successful,  particularly  the  former.    In  the  single  year  1915 
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there  were  204  disputes  submitted  to  the  state  board.  Of  these, 
86  were  voluntarily  submitted  for  arbitration;  100  others  were  set- 
tled amicably  by  mediation.  In  18  others,  mediation  failed  and 
arbitration  was  refused,  so  that  the  board  used  the  power  above 
described  of  making  a  public  inquiry  with  recommendations.  These 
were  accepted  by  the  parties  in  all  except  5  cases. 

A  reasonably  well  administered  state  system  will  also  greatly 
shorten  the  life  of  any  labor  controversy.  What  this  means  to  the 
community  as  a  whole  can  best  be  realized  from  the  figures  given 
by  the  arbitration  board  of  any  large  industrial  state.  If  the  dis- 
pute is  serious  and  widespread  and  involves  the  employment  of 
troops  to  preserve  order,  the  loss  to  the  community  is  a  staggering 
one.  The  Ohio  board  estimates  the  cost  of  the  Youngstown  Sheet 
and  Tube  Company  strike  in  1916  at  about  $150,000  per  day.  The 
value  of  any  plan  which  cuts  short  such  controversies  and  promotes  • 
a  just  settlement,  therefore,  requires  no  comment.  Here  the  state- 
ment of  the  Massachusetts  board  in  February,  1916,  is  especially 
pertinent — "The  investigation  which  the  board  must  make  in  com- 
pliance with  the  statute  in  any  strike  or  lockout  involving  25  or 
more  employes  substantially  prevents  a  long  drawn  out  contro- 
versy." This  board  is  also  called  on  frequently  for  advice  by  both 
employers  and  workmen  and  aids  in  the  prevention,  as  well  as  the 
settlement,  of  controversies.  It  has  constantly  before  it  for  media- 
tion or  arbitration  from  20  to  40  cases,  and  the  industries  of  the 
state  have  formed  a  fixed  habit  of  referring  disputes  either  to  the 
state  board  or  to  local  tribunals.  The  members  of  the  board  believe 
that  this  habit  could  be  strengthened  by  systematic  advertising  in 
the  newspapers,  calling  the  attention  of  employers  and  unions  to 
their  duty  to  give  notice  to  the  board  before  resorting  to  a  (strike  or 
lockout. 

In  Ohio  the  results  are  also  excellent,  although  not  as  remark- 
able as  in  Massachusetts.  Local  boards  are  also  frequently  called 
on  in  that  state.  In  the  last  two  and  one-half  years,  26  industrial 
disputes  have  been  taken  up  under  the  provisions  of  the  act.  The 
number  of  employes  concerned  has  varied  from  a  mere  handful  to 
over  9,000.  During  this  period  not  a  single  case  of  arbitration  has 
occurred,  but  the  state  officials  have  secured  settlement  through 
mediation.  This  has  been  successful  in  11  of  the  26,  but  these  11 
include  all  of  the  larger  and  more  important  cases,  except  those  in 
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which  the  chief  or  sole  question  was  that  of  hours.    Here  mediation 
has  been  lees  successful. 

At  first  glance  this  result  seems  rather  small,  but  it  must  be 
remembered  that  only  the  most  difficult  cases  come  to  mediation 
in  Ohio.  Where  both  sides  are  well  organized  and  accustomed  to 
dealing  with  each  other,  trade  agreements  or  voluntary  settlements 
are  the  rule,  and  state  settlements  are  only  sought  in  absolute  dead- 
locks or  where  organization  is  weak.  It  is  also  notable  that  violence 
is  almost  eliminated  during  the  time  that  mediation  is  in  progress. 
Both  sides  defer  all  "last  resort"  measures  pending  the  state  at- 
tempts to  effect  a  settlement.  Mediation  has  shown  a  notable  in- 
fluence in  removing  the  bitterness  that  often  occurs  in  such  disputes. 
This  is  in  part  due  to  the  invariable  policy  followed  by  mediation 
boards  of  seeing  each  side  separately.  The  Ohio  board,  in  its  report 
for  1916,  says  on  this  point:  "In  mediating  strikes  in  Ohio  during 
the  period  covered  by  this  report,  the  representatives  have  seldom 
been  brought  together  in  conference,  but  instead  confidential  con-  . 
ferences  have  been  held  first  with  one  side  and  then  with  the  other 
until  the  facts  in  the  case  were  secured  and  a  satisfactory  basis  of 
settlement  determined  upon  by  the  mediators.  Usually  the  final 
terms  of  settlement  have  come  not  as  a  proposal  from  either  side, 
but  as  a  proposal  from  the  mediators  with  the  definite  understand- 
ing that  unless  it  was  accepted  without  change  by  both  sides,  the 
proposition  would  be  withdrawn  by  the  mediators  and  each  side 
would  be  in  exactly  its  former  position.  Mediation  under  this 
plan  does  not  disclose  to  either  side  either  the  weak  points  or  the 
strong  points  in  the  position  of  the  opposing  side. " 

If,  despite  all  these  results,  it  should  be  urged  that  a  new  type 
of  demand  is  now  arising  on  the  railways  vis.,  for  a  reduction  of 
howa,  and  that  this  cannot  be  settled  by  compromise,  such  objection 
must  be  weighed  against  all  that  we  now  know  of  the  possibilities  of 
arbitration.  Undoubtedly  the  matter  of  hours  requires  an  imme? 
diate  remedy.  The  present  situation  on  this  point  is  no  longer 
defensible. 

The  writer  has  before  him  the  time  record  of  a  man  who  for 
12  continuous  months  in  1915  worked  over  11  hours  a  day,  seven 
days  a  week,  and  there  are  numerous  examples  of  ten-hour,  seven- 
day  men.  The  hours  problem  is  one  that  requires  an  immediate 
solution,  whether  arbitration  succeeds  or  fails.    But  that  it  can 
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succeed  on  this  very  point  may  be  aeen  from  the  merest  glance  at 
the  arbitration  awards  under  the  Erdman  and  Newlanda  Acta. 
Hours  of  work  have  frequently  come  up  in  the  demands  of  the  rail- 
way brotherhoods,  and  the  establishment  of  the  ten-hour  day  as  a 
basis  of  payment  on  the  railways  is  itself  the  result  of  these  very 
arbitrations.  Every  scintilla  of  evidence  that  can  be  collected 
shows  the  ability  of  the  arbitration  system  to  handle  this  question 
justly  and  fairly  on  the  railways.  There  is  no  type  of  demand 
which  today  finds  so  cordial  a  response  in  the  public  mind  as  the 
cutting  down  of  working  hours  to  reasonable  limits.  This  definite 
change  in  ideas  is  now  a  well  established  part  of  our  social  customs; 
it  is  thoroughly  familiar  to  the  public,  and  is  in  line  with  what  may 
be  called  our  general  social  policy.  It  is  precisely  by  inquiry,  public 
report  and  arbitration  that  this  progress  can  now  be  best  realised. 

•~-~  Td  the  minds  of  many  persons  our  present  system  falls  short 
because  it  does  not  provide  a  legal  compulsion  for  the  settlement  of 
disputes  in  public  service  industries  like  the  railways.  Economic 
war,  they  say,  is  antiquated  and  should  be  prevented  by  the  same 
method  that  was  long  ago  adopted  to  stop  private  war — a  compul- 
sory tribunal.  Accordingly  they  ask  that  either  arbitration  should 
be  absolutely  required  by  law  in  public  industries  or  else  that,  as  in 
Canada,  a  strike  should  be  forbidden  until  due  notice  of  the  dispute 
has  been  given  to  the  public  authorities  and  a  period  of  30  days  al- 
lowed for  public  investigation  and  report.  There  is  much  force, 
particularly  in  the  latter  view.  We  are  undoubtedly  approaching 
a  time  when  it  shall  be  necessary  for  the  parties  in  interest  to  stop 
and  at  least  listen  to  public  opinion  before  they  resort  to  force. 
Every  consideration  of  public  interest  seems  to  dictate  an  enforced 
period  of  this  kind,  to  be  devoted  to  impartial  inquiry  and  the  pub- 
lication of  the  facts  with  an  unbiased  proposal  for  the  settlement  of 
the  dispute.  But  it  is  equally  clear  that  we  have  not  yet  arrived 
at  this  point.  Our  public  opinion  has  not  yet  been  expressed  in 
definite,  unmistakable  terms,  nor  are  we  willing  to  enforce  any  form 
of  compulsion.  We  must  first  have  some  striking  and  dramatic 
proof  of  the  need  of  compulsion  before  we  shall  be  in  earnest  about 
it.    There  is  only  one  way  to  force  arbitration  by  law  or  even  to 

.  prevent  a  strike  by  law  pending  an  investigation  and  report — that 
is  to  punish  by  fine  or  imprisonment  the  violators  of  the  law.  Can 
we  in  the  present  state  of  public  opinion  prevent  men  from  entering 


,y  Google 


Arbitration  and  Mediation  277 

into  a  combination  of  this  land?  Let  anyone  who  thinks  that  this 
is  possible  without  a  strong  change  in  public  opinion,  first  picture 
to  himself  the  scene  in  court  when  a  union  official  were  to  be  sen- 
tenced to  fine  or  imprisonment  for  promoting  a  strike.  To  secure 
a  conviction  we  must  first  have  borne  in  upon  the  public  mind  the 
strong  belief  that  a  fair  and  impartial  method  of  settlement  was 

~"~  possible,  and  that  a  great  public  calamity  had  been  brought  about 
by  the  refusal  of  the  accused  to  resort  to  this  tribunal.  When  we 
have  established  these  two  points  beyond  dispute  in  popular  opinion, 
we  shall  be  ready  for  a  Canadian  plan,  but  not  until  then.  In  the 
celebrated  Bucks  Stove  &  Range  case,  the  three  union  leaders  in- 
volved, escaped  largely  by  reason  of  their  prominence,  their  un- 
doubted high  character  and  ability,  and  the  peculiar  nature  of  the 
dispute  in  which  they  were  involved.  But  it  was  unquestionable 
that  they  had  violated  the  law.  v  When  the  meat  packers  were 
accused  of  entering  into  a  combination  to  manipulate  prices,  con- 
trary to  the  Sherman  Act,  the  government  secured  an  immense 
amount  of  evidence  which  it  considered  unanswerable.  Yet  it 
could  not  secure  a  conviction.  The  trial  lasted  several  months  and 
cost  nearly  one  million  dollars.  The  jury  rendered  a  verdict  of  not 
guilty.  Aside  from  the  technical  difficulty  of  proving  a  combina- 
tion, whether  to  promote  a  strike  or  to  manipulate  prices,  there  is 

4-  a  lack  of  strong,  definite,  clear-cut  opinion  as  to  what  is  permissible 
under  the  rules  of  the  game  of  business. 

It  is  useless  to  multiply  laws,  writs  and  compulsory  processes,! 
-4—  until  the  public  has  definitely  and  unmistakably  set  its  face  towards/ 
the  enforcement  of  the  law.  A  compulsory  statute  might  be  praise-l 
worthy  as  the  expression  of  a  pious  wish,  but  it  would  settle  no  con- 
troversies. During  our  present  attitude  of  indecision  can  any  one 
imagine  a  department  of  justice  or  a  federal  administration  which 
would  attempt  to  enforce  such  a  law  without  the  support  of  strong 
public  opinion?  This  applies  not  only  to  the  railways,  but  to  the 
state  systems  of  arbitration  as  well.  No  prominent  association  of 
manufacturers  has  advocated  compulsory  settlement.  As  for  the 
Workers,  the  union  heads  positively  repudiate  the  idea  in  unmistak- 
able terms. 

In  order  to  maintain  the  right  to  strike,  the  union  heads  feel 
that  all  forms  of  compulsory  arbitration  or  compulsory  postpone- 
ment of  strike  must  be  defeated.    Mr.  Gompers  has  said:  "Arbi- 
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tration  is  only  possible  when  voluntary.  It  never  can  be  success- 
fully carried  out  unless  the  parties  to  a  dispute  or  controversy  are 
equals  or  nearly  equals  in  power  to  protect  or  defend  themselves. " 
During  this  transition  period  we  must  get  along  without  compulsion. 
We  must  wait  until,  through  the  inconvenience,  the  loss  and  the 
suffering  of  a  great  railway  strike,  we  are  all  convinced — not  of  the 
advisability — but  of  the  necessity  of  a  compulsory  system. 

And  now  to  consider  the  last  of  the  questions  with  which  we 
started, — what  additions,  if  any,  should  be  made  to  our  present 
government  plan  of  settlement?  The  tentative  suggestion  offered 
here  is  to  make  nothing  compulsory  but  investigation,  and  to  leave 
this  in  the  control  of  the  President  in  interstate  disputes,  and  in  the 
'.  judgment  of  the  state  boards  of  mediation  in  local  cases.  But,  it 
will  be  asked,  how  would  such  a  simple  provision  have  prevented  a 
general  railway  strike?  Was  not  an  ultimatum  delivered  to  the 
President  that  something  must  be  done  before  Labor  Day  or  traffic 
would  be  paralysed?  And  was  not  the  Adamson  Act  passed  as  the 
only  avenue  of  escape  from  this  catastrophe?  The  answer  is  to  be 
found  in  certain  facta  which,  for  some  reason,  have  never  been 
pressed  home  upon  the  public — perhaps  because  of  the  distractions 
of  a  presidential  election. 

(a)  The  unions  never  demanded  the  passage  of  the  Adamson 
Act;  they  were  on  the  whole  rather  opposed  to  any  law  on  the  sub- 
ject. 

(b)  Their  demands  were  not  made  on  the  first  of  September, 
but  in  the  preceding  spring  and  were  definitely  formulated  for  public 
consumption  as  early  as  May. 

(c)  At  the  time  of  writing,  December,  there  are  large  numbers 
of  brotherhood  members  who  do  not  know  what  the  real  provisions 
of  the  Adamson  Law  are, — some  even  think  that  it  limits  work  to 
eight  hours  per  day. 

(d)  Many  of  those  who  do  understand  the  act  are  extremely 
dissatisfied  with  its  provisions  and  some  even  violently  opposed  to 
it. 

(e)  A  very  considerable  proportion  of  freight  trainmen  are 
employed  for  much  longer  hours  than  the  public  would  approve. 

If  the  above  is  a  fair  Btatement^of  the  conditions,  it  will  appear 
that  there  was  abundant  time  for  an^investigation  before  the  pas- 
sage of  the  law;  that  such  an  investigation  would  have  immediately 
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k  ■»  turned  up  certain  facta  and  grievances  which  would  have  been  rem- 

™?i  edied  in  the  natural  course  of  events,  just  as  all-  other  unreasona- 

rarin  ble  conditions  in  railway  employment  have  been  remedied  when 

roais-.  made  public  or  arbitrated;  that  such  a  substantial  change  could 

■  ik  :■  have  been  made  in  these  conditions  as  to  remove  all  possibility  of 

-m;a;  a  strike  or  of  public  support  for  a  strike  if  one  had  been  ordered, 

be.  and  that  all  real  danger  of  a  conflict  would  have  been  averted.    The 

:  ru>  proper  remedy  then  was  not  a  compulsory  arbitration,  nor  a  com- 

c  me  pulsory  suspension  of  the  right  to  strike,  but  a  compulsory  investi- 

ix  rfe  gation  and  public  report  of  facte  with  a  proposed  settlement.    If 

i;  7!  k  the  President  possessed  and  would  use  this  authority,  the  chief 

aiz:  cause  of  railway  strikes  would  be  removed. 
s.  3r 
Eftaa 
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Donald,  W.  J.  A.    The  Canadian  Iron  and  Steel  Industry.    Pp.  xv,  376.    Price, 

$2.00.    Boston:  Houghton,  Mifflin  Company. 

A  study  of  the  economic  history  and  problems  of  the  Canadian  iron  and  steel 
industry  undertaken  with  the  secondary  purpose  of  throwing  light  on  the  rela- 
tionship between  the  tariff  and  the  production  and  growth  of  the  iron  and  steel 

This  book,  which  was  given  honorable  mention  in  the  Hart,  Schaffner  and 
Marx's  Prise  Competition  for  1913  is  an  exhaustive  and  scholarly  work,  and  the 
first  of  its  kind  in  the  field.  It  first  takes  up  the  climatic,  political  and  material 
conditions  which  characterise,  and  in  the  past,  have  retarded  the  development  of 
the  Canadian  industry.  The  history  of  the  Canadian  industry  is  divided  into 
three  periods.  First  comes  the  early  history  prior  to  1879,  whose  outstanding 
characteristics  are  fully  described  and  explained;  then  the  period  after  the  adop- 
tion of  the  national  policy  in  1879  to  1897;  and  finally  the  modern  period  of  rapid 
growth  from  1897  to  the  present  time. 

As  a  result  of  the  study  of  the  industry,  the  conclusion  is  reached  that  the 
tariff  has  been  a  negligible  factor  in  the  development  of  the  Canadian  iron  and 
steel  industry. 

J.  H.  W. 

Dtotbab,  Donald  Earl.    The    Tin-Plate    Industry.    Pp.    133.    Price,    $1.00. 

Boston:  Houghton,  Mifflin  Company. 

This  history  of  the  tin-plate  industry,  with  special  reference  to  its  growth 
in  the  United  States  since  1890,  is  the  first-prise  essay  in  the  Class  A  group  of 
the  Hart,  Schaffner  and  Marx's  Contest  of  1914.  Particularly  interesting  and 
worth  while  is  the  comparison  between  the  conditions  of  production  and  cost  in 
the  United  States  and  Wales.  In  view  of  our  instinctive  conclusion  as  to  the 
greater  cheapness  of  European  labor,  it  is  particularly  significant  that  the  wage 
cost  per  unit  output  in  the  United  States  and  Wales  is  approximately  the  same. 
The  author  concludes  that  although  the  tariff  was  one  of  the  factors  responsible 
for  the  remarkable  growth  of  our  industry,  nevertheless,  it  is  not  needed  now  for 
protection  purposes. 

J.  H.  W. 

Gilbbxth,  Fbamk  B.  and  GtLbbbth,  Lh-lian  M.     Fatigue  Study.    Pp.  159. 

Price,  I1.D0.     New  York:  Sturgis  and  Walton  Company,  1916. 

This,  the  latest  book  from  the  GUbreth  pens,  is  an  inquiry  into  the  problem 
of  industrial  motions  from  the  side  of  their  results  upon  the  human  organism. 
The  authors'  aim  is  to  determine  accurately  what  fatigue  follows  the  accomplish- 
ment of  various  types  of  work,  to  suggest  methods  of  eliminating  needless  fatigue 
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or  mitigating  that  which  is  necessary,  and  to  arouse  an  enthusiasm  among  man- 
agers, teachers,  factory  workers  and  the  public  that  will  reduce  the  unnecessary 
waste 'of  human  energy. 

Fatigue  Study  is  a  corollary  to  F.  B.  Gilbreth's  earlier  Motion  Study,  a  book 
that  was  extremely  valuable  as  a  pioneer  but  Buffered  the  crudities  of  a  trail 
blazer;  this  second  work  dealing  with  one  phase  of  motion  study  is  far  less  special- 
ised in  subject  matter  and  in  general  is  a  much  more  finished  production.  Never- 
theless, we  would  be  rash  to  predict  for  it  such  widespread  attention  as  the  pred- 
ecessor received  for  it  does  not  present  to  the  world  such  a  new  contribution  to 
thought. 

M.K. 

MONEY,  BANKING  AND  FINANCE 
Willis,  H.  Parxbr.    American  Banking.    Pp.  xl,  361.    Price,  12.00.    Chicago: 

La  Salle  Extension  University,  1916. 

An  earlier  volume  by  Dr.  Willis  on  a  similar  subject,  The  Federal  Reserve, 
suffers  in  comparison  with  the  present  book,  which  is  more  valuable  by  reason  of 
its  greater  scope.  The  former  was  intended  for  general  reading,  the  latter  as  a 
text.  While  not  so  divided  by  the  author,  the  chapters  seem  to  group  themselves 
in  these  four  parts:  an  explanation  of  the  elements  of  banking  (12  chapters); 
a  history  of  the  relation  of  the  government  to  banking  (3  chapters);  a  description 
of  the  operation  of  the  Federal  Reserve  System  (4  chapters);  a  comparison  of 
American  and  foreign  banking  systems  and  an  outline  of  American  banking  prob- 
lems (2  chapters).  Of  these  groups  the  fint  and  third  are  superior  as  regards 
content. 

In  certain  respects  the  volume  is  inadequate.  It  is  a  physical  impossibility 
to  describe  adequately  the  banking  systems  of  England,  France,  Germany  and 
Canada  in  twenty  pages.  The  chapter  on  foreign  exchange,  for  further  example, 
is  incomplete.  It  does  not  dwell  at  any  length  on  the  various  factors  affecting 
the  rate  of  exchange,  arbitrage  in  exchange,  and  other  interesting  phases  of  the 
subject.  It  does  treat,  however,  of  the  effect  of  the  Federal  Reserve  Act  on  this 
department  of  the  banking  business.  Conditions  under  the  National  Bank  Act 
are  very  briefly  described,  but  this  is  justifiable  in  view  of  the  present  interest 
in  the  new  system.  In  contrast,  certain  chapters  are  excellent,  such  as  those  on 
bank  loans,  bank  deposits,  bank  notes,  capital  and  reserves,  the  bank  statement, 
and  particularly  the  chapters  on  the  Federal  Reserve  Act. 

The  principle  defect  of  the  book  is  lack  of  comprehensiveness.  Its  outstand- 
ing excellence  is  simplicity.  The  latter  may  serve  to  account  somewhat  for  the 
former.  Being  designed  to  serve  as  a  text  in  correspondence  school  work, 
necessarily  it  cannot  go  into  intricate  details  requiring  extensive  treatment. 
While  other  more  comprehensive  texts  may  be  found  it  is  doubtful  whether  there 
is  any  containing  a  more  readable  description  of  the  present  banking  system. 
The  author's  connection  with  the  passage  of  the  Federal  Reserve  Act  lends  ad- 
,  ditional  interest  to  his  explanations  of  the  purposes  of  various  provisions  of  the 

Robust  Rdoocl. 
-     University  of  Pennsylvania. 
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SOCIOLOGY  AND  SOCIAL  PROBLEMS 

Evakb,  Mausic*  8.     Black  and  Wtalt  in  the  Southern  Slata.    Pp.  iii,  229.     Price, 

$2.26.    Hew  York:  Longmans,  Green  and  Company. 

This  is  a  discussion  of  the  American  race  problem  by  an  English  colonist  of 
South  Africa.  The  author  published  a  similar  volume  in  1912  on  race  conditions 
in  his  home  colony.  i 

Following  some  preliminary  passages  describing  the  South  and  outlining  its 
history,  the  heart  of  the  book  opens  in  Chapter  VIII.  The  economic  position  of 
the  Negro,  the  economic  and  social  fear  of  the  whites,  their  belief  in  the  Negro's 
inferiority  and  their  prejudice  and  determination  to  keep  the  Negro  "in  his  place" 
are  presented. 

In  two  chapters  following,  the  author  discusses  the  thoughts,  feelings  and 
^>  achievements  of  the  Negro  on  the  basis  of  racial  mixture  or  purity,  giving  credit 
'  for  greater  practical  efficiency  to  the  mulatto  on  account  of  his  white  ancestry. 

He  seems  to  ignore  the  better  economic  and  other  ^""—  of  the  mulattoea  before 
slavery  and  since.  The  discussion  of  the  Negro  church,  lodge  and  education  in 
Chapters  XI,  XIL  and  XIII  hardly  brings  out  anything  beyond  the  ordinary. 
The  significance  of  the  Hampton-Tuakegee  movement  is  well  appraised. 

The  three  chapters  on  Grievances,  the  Jim  Crow  Car,  Political  Rights  and 
Wrongs,  and  Separation  in  Schools  and  Places  of  Public  Resort  seem  to  give  the 
stamp  of  approval  to  existing  conditions.  From  what  the  author  saw,  he  believed 
railway  accommodations  equal,  leaving  out  of  account  available  facta  and  tes- 
timony of  others  to  the  contrary.  On  Negro  disfranchisement,  he  points  out  that 
the  Negro,  although  "voteless  and  voiceless  in  political  affairs,"  is  the  one  force 
that  makes  Southern  politics  what  they  are,  "with  death  to  discussion  and  to 
difference  of  political  opinion."  In  Chapters  XVIII  to  XXI,  the  lack  of  justice 
in  the  courts  is  strongly  disapproved;  personal  injustice  to  individuala^and 
lynching  are  terribly  arraigned  by  a  searching  analysis. 

In  contrasting  the  North,  where  the  Negro  is  pictured  aa  a  "voter  without  a 
livelihood,"  and  the  South,  where  he  has  "a  livelihood  without  a  vote"  the  writer 
fails  properly  to  appraise  the  potential  value  of  the  vote  in  protecting  workers. 

The  vital  point  of  the  book,  however,  is  summed  up  in  Chapters  XXV  and 
XXVII  about  the  migration  of  the  Negro  population  away  from  the  land  and  the 
pointing  out  to  the  Negro  and  his  friends  the  "great  opportunity"  now  at  hand  for 
the  acquisition  of  land  while  it  is  abundant  and  cheap.  Abo,  he  advises  a  clinch- 
ing of  the  hold  upon  skilled  and  unskilled  occupations  while  competition  is  mild. 

The  bibliography  is  somewhat  too  brief  for  a  book  which  attempts  to  cover 
the  whole  question  in  the  southern  states.  From  the  angle  of  the  reviewer,  the 
opinions  on  the  economic  situation  are  sound  and  valuable,  especially  coming 
ss  they  do  from  South  Africa  where  black  men  are  severely  restricted.  The 
criticisms  about  the  lack  of  justice  and  fair  play  are  well  taken. 

The  approval  of  other  civil  and  political  conditions  are  apparently  drawn 
upon  a  background  theory  of  statecraft  belonging^to  South  Africa  rather  than  ■ 
from  the  underlying  ideals  of  democracy  which  America  aims  to  realise. 

Gkobqb  Edmund  Hatnxs. 
FM  Univtrsily. 
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EntKPAnucK,  Fj>woj  A.    Fundamental*  of  Sociology.    Pp.  x,  291.   Price,  U-26. 

Boston:  Houghton,  Mifflin  Company,  1916. 

The  author  is  primarily  a  psychologist  and  has  made  contributions  to  the 
literature  of  psychology  with  special  reference  to  education.  He  has  become  con- 
vinced that  "Sociology  may  be  of  as  much  importance  to  education  as  psy- 
chology." 

The  materials  which  the  book  contains  are  intelligently  conceived  and  well 
presented.  It  classifies  Booial_aotixititf  according  to  the  needs  theyjexve, 
namely,  economic,  protective,  recreative,  cultural,  social,  moral  and  religious,  and 
educational.  The  space  devoted  to  activities  which  serve  educational  needs 
lacks  only  two  pages  of  making  one  fourth  of  the  book.  Three  chapters  are  de- 
voted to  community  studies.    Each  chapter  is  followed  by  skillful  questions. 

The  book  is  intended  primarily  as  a  brief  text  for  classes.  "No  attempt  has 
been  made  at  completeness  of  treatment  of  any  topic"  The  work  does  not  go 
deep  into  explanation.  It  treats  of  overt  social  activities  with  little  reference  to 
the  sentiments  and  ideas  that  underlie  them.  It  seems  deliberately  to  pass  over 
this  deeper  aspect  of  the  subject.  -There  can  be  no  explanation  of  the  overt 
activities  of  society,  and  of  the  changes  they  undergo  in  social  evolution,  without 
study  of  the  modes  of  variation  in  those  preyalenfBeDtcnents  and  ideas  of  which 
tGe  overt  activities  are  an  expression,  and  of  those  types  of  causation  by  which 
prevalent  sentiments  and  ideas  are  moulded.  It  is  such  knowledge  alone  that 
gives  a  basis  for  social  control,  and  it  is  such  knowledge  that  constitutes  the  chief 
contribution  of  sociology  to  education. 

E.  C.  H. 

Nasmttb,  Geobge.  Social  Progress  and  the  Darwinian  Theory.  Pp.  xxiii,  417. 
Price,  J1.60.  New  York:  G.  P.  Putnam's  Sons,  1916. 
To  all  thoughtful  men  and  women  who  in  this  day  of  world  conflict  are  care- 
fully HTamining  their  philosophy  of  life,  this  volume  is  to  be  heartily  commended. 
Only  those  familiar  with  European  literature  can  realise  to  what  an  extent  the 
belief  that  the  survival  of  the  fittest  among  nations  as  well  as  among  animals  is 
shown  by  warfare  underlies  the  present  struggle.  Even  lees  generally  known 
is  the  Tact  that  some  writers,  notably  the  Russian  Novioov,  have  for  years  opposed 
this  belief  and  have  sought  to  show  that  it  is  contradictory  to  the  teachings  of  the 
great  naturalists.  The  present  writer  has  done  a  great  public  service  by  writing 
this  volume  which  is  largely  based  upon  the  work  of  Novioov.  The  introduction 
is  contributed  by  Norman  Angell. 

.         The  book  is  divided  into  three  main  divisions:  The  Philosophy  of  Farce; 

v  Mutual  Aid  as  a  Factor  of  Social  Progress;  ^Justice  as  a  Prime  Social  Need.)  In 
the  first  the  genesis  of  the  present  reliance  on  a  philosophy  of  force  is  shown  and 
the  attempt  is  made  to  show  that  it  does  not  correspond  with  the  facts  and  is 
moreover  a  perversion  of  the  teachings  of  such  men  as  Darwin  and  Wallace.  In 
the  second  it  is  sought  to  show  the  actual  ideas  of  the  naturalists  and  to  demon- 
strate that  the  world  of  nature  should  be  that  which  man  should  conquer  via  the 
road  of  cooperation.    In  the  third  emphasis  is  laid  upon  moral  law  and  justice 
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OH  the  basis  of  relations  between  states  m  well  as  individuals  to  the  end  that  there 
may  be  a  world  federation  and  a  change  "from  anarchy  to  a  League  of  Peace." 

"Since  there  is  no  possible  way  of  stopping  the  increase  of  armaments  except 
by  international  agreement  to  surrender  the  right  of  conquest  and  aggression,  the 
pressure  of  the  burden  of  armaments  themselves,  which  caused  the  Russian  Gear 
to  call  the  first  Hague  Conference,  will  lead  inevitably  to  the  next  step  of  world 
organisation,  the  formation  of  a  League  of  Peace.  From  this  step,  once  taken, 
the  road  leads  straight  on  to  the  realization,  of  the  goal  of  evolution  and  the  high- 
est  aspirations  of  the  human  soul,  the  perfection  of  the  species,  and  the  life  more 
abundant  for  the  individual  through  the  establishment  of  world  federation  under 
the  reign  of  Justice." 

The  reviewer  is  not  at  all  convinced  that  the  program  as  outlined  is  not  in 
reality  an  attempt  to  substitute  one  half  truth  for  another.  It  is,  however,  certain 
that  the  first  half  truth  has  been  greatly  overemphasized  and  the  second  greatly 
underestimated.  It  is  well  then  to  have  the  claims  of  cooperation  strongly  pre- 
sented, and  tbia  the  writer  has  done. 

Caw,  Kklskt. 
University  of  Pennsyhxmia. 

Osborne,  Thomas  Mott.     Society  and  Prison*.     Pp.  246.     Price,  S1.3S.     New 

Haven:  Yale  University  Press,  1916. 

The  fundamental  scheme  of  this  somewhat  informal  and  popular  treatise  is 
to  contrast  the  results  obtained  by  the  traditional  methods  of  punishing  criminals, 
and  the  results  obtained  by  the  aid  of  the  Mutual  Welfare  League — an  organiza- 
tion of  the  prisoners  in  the  prisons  of  the  state  of  New  York  with  certain  powers 
of  initiative,  self-control  and  discipline  under  the  ultimate  supervision  of  the  prison 
authorities.  The  Mutual  Welfare  League  bad  its  immediate  origin  in  Mr. 
Osborne's  self-imposed  imprisonment  at  Auburn  prison  where  he  spent  a  week  as 
an  ordinary  prisoner,  enduring  all  the  hardships  of  prison  life  and  discipline.  In 
its  present  form  the  League  embodies  some  of  the  results  of  Mr.  Osborne's  ex- 
perience as  warden  of  Sing  Sing  prison. 

The  author  has  no  difficulty  in  showing  the  cruelty  and  inconsistency  and 
disastrous  social  results  of  the  old  methods  of  prison  discipline  and  the  absurdities 
of  some  of  the  old  theories  regarding  criminality  and  the  criminal  type.  Many  of 
the  results  under  the  old  system  were  undoutedly  vicious.  While  some  will  look 
doubtfully  upon  the  system  of  limited  self-government  as  a  method  of  prison  dis- 
cipline yet  there  is  convincing  evidence  that  progressive  steps  are  being  formulated 
in  Mr.  Osborne's  scheme  that  is  being  inaugurated  in  the  prisons  of  the  state  of 
New  York. 

As  the  author  describes  the  inhumanities  and  monstrosities  of  prison  dis- 
cipline and  society's  method  for  determining  criminals  it  seems  inconceivable 
that  such  practices  were — and  still  are,  in  some  instances — permitted  in  an  en- 
lightened age.  Mr.  Osborne's  book  should  aid  in  the  hastening  of  the  newer  and 
better  day  in  the  treatment  of  so-called  criminals. 

J.  O.  8. 
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P.nuMiw,  M  auiucb.    Poverty  and  Social  Progreaa.    Pp.  xv,  477.    Prioe,  $1.75. 

New  York:  The  Macmillan  Company,  1916. 

This  new  book  is  indeed  welcome.  It  is  the  most  satisfactory  work  attempting 
to  deal  with  the  entire  field  of  poverty,  dependency,  and  philanthropy  which  has 
appeared  in  recent  years.  The  author  has  aimed  to  make  the  book  suitable  for 
guidance  in  the  general  problems  of  citizenship  and  for  "use  as  a  textbook  for 
college  and  university  courses  on  charities,  poverty,  pauperism,  dependency,  social 
pathology,  etc."  . 

Several  features  differentiate  this  work  from  previous  works  dealing  with  the 
same  field  or  closely  allied  fields.  One  of  these  is  the  fuller  consideration  of  the 
newer  facte  of  biology  and  psychology  in  the  treatment  of  poverty  causation. 
While  the  development  of  knowledge  in  these  fields  is  not  complete  enough  to  fix 
definite  and  standardised  relationships  yet  the  connection  between  them  and 
poverty  is  discussed  in  a  suggestive  way.  (Emphasis  is  given  to_the  social  and  eco- 
nomic causes  of  poverty.)  Poverty  is  shown  to  be  a  social  abnormality,  an  econo- 
mic defect  which  has  some  of  its  deepest  roots  in  the  nature  of  the  social  organiza- 
tion. The  whole  subject  of  causation  is  dealt  with  from  the  viewpoint  of  its 
fundamental  social  and  economic  elements.  The  social  and  economic  measures 
for  the  prevention  of  poverty  are  also  emphasised.  Chapters  are  given  over  to 
the  discussion  of  the  problem  of  distribution,  dealing  with  such  topics  as  the 
raising  of  wages,  the  regulation  of  the  labor  supply,  the  re-distribution  of  income 
from  tbe  ownership  of  property,  and  the  productiveness  of  society.  The  factors 
of  uausatioE  and  the  methods  of  prevention  are  the  two  primary  points  of  attack 
in  the  solution  of  the  problem  of  poverty.  The  author's  concept  of  social  prog- 
ress (which  gives  life  and  spirit  to  a  working  program  dealing  with  poverty)  ia 
"the  progress  of  society  towards  a  democratic  organisation  inspired  by  a  hu- 
manitarian ideal.11 

There  are  several  ways  in  which  the  excellence  of  the  book  might  have  bean 
improved.  The  basis  of  selecting  the  bibliography  is  not  clearly  defined.  Much 
good  material  regarding  the  facts  and  conditions  of  poverty  is  left  out  and  other 
material  more  remotely  relating  to  the  subject  of  poverty  is  inserted.  In  its 
present  form  the  bibliography  is  not  classified  according  to  the  nature  of  the 
material  and  as  a  result  it  is  not  so  largely  usable  or  suggestive.  There  is  some 
doubt  about  the  proportion  given  to  some  phases  of  the  subject.  Comparatively 
little  space  is  devoted  to  the  present'  methods  of  dealing  with  poverty  and  the 
dependent  classes.  It  is  a  question  whether  these  should  not  have  been  more 
fully  discussed  since  they  are  the  usual  avenue  of  approach  whereby  interest  is 
developed  in  the  more  fundamental  phases  of  causes  and  prevention.  The  book 
is  not  primarily  adapted  for  beginners  in  the  field  requiring  too  much  background 
in  the  social  sciences.  At  times  the  terminology  could  have  been  simplified  or 
modified  to  advantage.  The  English  terms  regarding  feeble-mindedneas  are 
misleading  for  they  differ  in  meaning  somewhat  from  the  terms  in  American  usage. 

Such  an  able  and  scholarly  treatment  of  the  subject  of  poverty  in  its  relation 
to  the  life  and  ideals  of  our  time  is  bound  to  be  a  guide  and  stimulus  to  the  stu- 
dents and  workers  along  social  and  philanthropic  lines.    It  suggests  new  and 
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undeveloped  phases  of  study  and  research  which  must  be  explored  if  the  prob- 
lem of  poverty  is  to  be  met  and  scientifically  solved. 


University  of  Illinois. 

Wohk,  Motooa  (Ed.).  Negro  Year  Book,  1916-17.  Price,  35  cents.  Tuakegee 
Institute:  The  Negro  Year  Book  Publishing  Company,  1916. 

INTERNATIONAL  QUESTIONS 

Laud,  William.  An  Eteay  on  a  Congress  of  Nations  far  the  Adjustment  of  Inter 
national  Dispute*  without  Retort  to  Arms.  (Reprinted  from  the  original  edi- 
tion of  1840  with  an  introduction  by  James  Brown  Scott.)  Pp.  1,  102. 
Price,  $1.00.    New  York:  Oxford  University  Press,  1916. 

Macs,  E.  R.  O.  von  (Ed.).     Official  Diplomatic  Documents  relating  to  the  Outbreak 

of  the  European  War.    Price,  $6.00.    New  York:  The  Macmillan  Company, 

1916. 

During  the  last  two  years  there  has  been  issued  a  series  of  publications  in 
which  the  official  documents  relating  to  the  Great  War  have  been  reprinted.  The 
American  Association  for  International  Conciliation  first  published  in  separate 
reprint  form  the  most  important  of  these  documents.  Then  came  the  excellent 
work  of  Professor  E.  C.  Stowell  on  The  Diplomacy  of  the  War  of  1914*  in  the  first 
volume  of  which  many  of  these  documents  were  printed.  In  the  present  work 
we  have  the  most  complete  compilation  heretofore  attempted.  This  volume  is 
divided  into  three  parte.  The  first  contains  the  despatches  sent  and  received  at 
the  various  foreign  offices  of  the  countries  involved  in  the  war.  In  Part  II  there  is 
reprinted  the  Austro-Hungarian  Red  Book,  the  French  Yellow  Book,  the  German 
White  Book  and  the  British  Blue  Book.  Part  III  contains  in  systematic  arrange- 
ment a  series  of  documents  which  will  be  particularly  useful  to  the  student  of 
international  relations  and  which  are  not  accessible  to  the  average  reader,  mich 
as,  for  instance,  the  so-called  "Brussels'  Documents,"  found  at  the  time  of  the 
capture  of  that  city,  and  interpreted  by  the  German  government  to  indicate  a 
secret  understanding  between  Belgium  and  Great  Britain  with  reference  to  the 
protection  of  Belgian  territory. 

In  a  voluminous  appendix  the  author  has  arranged  photographic  reproduc- 
tions of  a  large  number  of  official  documents,  of  which  the  most  important  are 
the  notes  exchanged  between  the  diplomatic  representatives  of  the  teutonic 
powers  and  their  respective  foreign  offices. 

In  his  preface  the  author  mentions  the  fact  that  he  has  contented  himself 
with  "  the  hard  and  slow  work  of  collating  the  despatches  and  bringing  order  out 
of  chaos."  He  intimates  that  at  some  future  time  he  will  undertake  the  discus- 
sion of  their  significance,  but  that  the  present  work  is  intended  exclusively  as  a 
source  book  for  students. 

L.  S.  R. 
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Quesada,  Ernesto.  Nuevo  Panameriamiemo  y  A  Congreeo  CUnlifiix  de  Washing- 
ton. Pp.  3M.  fiumM  Aires :  Talleres  Grafioc*  del  Miniatsrio  do  Agrioultura 
de  la  Naoidn,  1016. 

In  a  volume  of  301  pagan  Dr.  Ernesto  Quesada,  Chairman  of  the  Argentine 
Delegation  to  the  Pan-American  Scientific  Congress,  gives  an  illuminating  account 
not  only  of  the  work  of  the  congress  but  of  the  larger  Pan-American  problems  in- 
volved. He  shows  clearly  the  great  international  service  performed  by  such 
congresses,  particularly  in  cultivating  closer  cultural  ties  between  the  republics 
of  America.  It  is  to  be  hoped  that  in  each  country  of  the  American  Continent  a 
publication  as  helpful  as  that  of  Dr.  Queeada  will  be  Issued.  The  author  has  per- 
formed a  real  international  service  in  placing  before  his  countrymen  Qua  excellent 
presentation  of  the  significance  of  the  work  of  the  congress. 

L.  S.  R. 

Scott,  Jamas  Bbown.    An  International  Court  of  Justice.    Pp.  vii,  108.    Price, 

fl.00.    New  York:  Oxford  University  Press,  1016. 
Scott,  James  Brown.     The  Statue  of  the  International  Court  of  Justice.    Pp. 

iv,  98.    Price,  $1.00.    New  York:  Oxford  University  Press,  1916. 

THE  WAR 
Bubns,  C.  Dausxa.    The  Morality  of  Nations.    Pp.ni.254.    Price,  51.50.     New 

York:  G.  P.  Putnam's  Sona,  1916.    ' 
Millioto,  Mauktcs.     The  Ruling  Caste  and  Frenzied  Trade  in  Germany.    Pp. 
159.    Price,  11.26.    Boston:  Houghton,  Mifflin  Company,  4016. 
Hows,   Frederic  C.    Why  Wart    Pp.  xvi,  366.    Price,  91.80.    New 

York:  Charles Scribner's Sons,  1016. 
Samp,  Stanlet  8.    Handbook  of  the  European  War.    Volume  I.    Pp.  vii, 
344.    Price,  91.00.    White  Plains,  New  York:  The  H.  W.  Wilson 
Company. 
Binqham,  Alfred  (Ed.).    Handbook  of  the  European  War.    Volume  II. 
Pp.  xi,303.    Price,  91-00.    New  York:  The  H.  W.  Wilson  Company, 
1016. 
Krebbizl,  Edward.    Nationalism,    War  and  Society.    Pp.  xxxv,  276. 

Price,  91.50.    New  York:  The  Macmillan  Company,  1016. 

Brewer,  Daniel  Chattncbt.    Rights  and  Duties  of  Neutrals.    Pp.  is, 

260.     Price,  9125.    New  York:  G.  P.  Putnam's  Sons,  1016. 

Professor  Millioud  holds  the  chair  of  Sociology  in  the  University  of  Lausanne 

and  is  therefore  a  citiien  of  a  neutral  country,  and  Sir  Frederick  Pollock,  in  an 

introductory  note,  tells  us  we  should  keep  in  mind  that  the  work  is  the  judgment 

of  a  neutral.     A  careful  reading,  however,  will  hardly  confirm  such  a  conclusion. 

While  it  is  an  important  work,  original  in  its  conception  and  vigorous  in  argument, 

one  cannot  but  feel  that  the  author,  though  logical  enough  in  his  conclusions,  has 

reasoned  from  premises  that  are  not  always  substantiated.    He  assumes  without 

argument  that  Germany  started  the  war  and  finds  four  reasons  for  her  hasty 

action:  the  first  reason  is  that  given  by  Germany  herself,  that  she  was  the  victim 
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of  a  plot;  the  second  explanation,  the  one  accepted  in  England  and  in  part  in  the 
United  States,  nets  upon  the  theory  that  might  makes  right;  third,  that  Germany 
fought  to  get  rid  of  the  strangling  rope  with  which  the  other  powers  were  binding 
her;  but  greatest  of  all  the  causes  was  Germany's  attempted  economic  conquest 
□f  the  world.  The  whole  social  order  was  so  bound  up  in  this  conquest,  which 
had  been  accumulating  force  for  some  time  and  which  carried  with  it  the  seed  of 
its  own  destruction,  that  the  German  people  were  facing  national  bankruptcy  and, 
to  avert  the  crisis,  war  was  declared.  In  the  opinion  of  the  reviewer  the  work  is 
open  to  two  fundamental  criticisms.  In  the  first  place,  the  economic  develop- 
ment of  Germany  at  home  and  abroad  is  described  as  something  wholly  sinister 
and  underhanded  and  unlike  that  of  any  other  nation;  in  the  second  place,  the 
author  fails  to  show  just  how  a  war,  even  if  successful,  would,  in  the  opinion  of 
Germany,  rehabilitate  the  waning  fortunes  of  the  ruling  class,  which  in  his  opinion 
does  not  consist  merely  of  a  chosen  few  but  includes  the  great  middle  class  as  well, 

A  much  saner  view  is  expressed  in  Mr.  Howe's  work.  No  one  country  is 
alone  responsible  for  the  war.  The  real  explanation  is  rather  in  the  diplomatic 
victories  and  resentments  over  Morocco  and  Turkey,  in  the  aggressions  of  British, 
French  and  German  financiers  and  concession  seekers,  and  in  the  exploitation  of 
weaker  peoples  that  have  fallen  under  the  dominion  of  Great  Britain,  France  and 
Germany  during  the  last  thirty  years.  Mr.  Howe's  book  is  entirely  free  from 
prejudice,  special  pleading  and  hypocrisy;  he  accepts  neither  the  doctrine  of 
German  "Kultur"  nor  of  British  "morality";  capital  and  the  exploitation  of 
weaker  states  are  the  underlying  motives  In  the  present  war. 

Out  of  the  mass  of  literature  which  the  war  has  produced,  Mr.  Sheip  has 
constructed  a  valuable  handbook  by  sifting  the  most  representative  opinions 
concerning  the  great  conflict  and  presenting  them  in  extract  and  excerpt  form. 
A  historical  summary  of  each  nation  engaged  in  the  war  precedes  the  opinions 
quoted  and  gives  a  background  to  the  discussions.  This  volume  presents  the 
most  important  facts  leading  to  the  war,  while  the  second  volume  of  the  series, 
edited  by  Mr.  Bingham,  follows  the  general  plan  of  the  first  but  deals  with  events 
which  concern  themselves  more  particularly  with  the  war  itself. 

Mr.  Eriebel's  back  might  also  properly  be  called  a  handbook  for,  except  the 
thirty-five  pages  of  introduction  by  Norman  Angell,  containing  his  well  known 
argument,  the  work  sets  forth  the  views  of  the  most  prominent  writers  on  national- 
ism, force,  war,  militarism  and  pacificism.  These  are  arranged  in  analytical 
outline  form  and  are  supplemented  by  brief  statements  by  the  author.  Numer- 
ous references  are  given  at  the  end  of  each  chapter  and  statistics  and  diagrams 
add  to  the  usefulness  of  the  book  as  a  guide  and  work  of  reference  upon  tho  subject 
indicated  in  tile  title. 

All  of  the  above  mentioned  volumes  deal  primarily  with  the  nations  at  war. 
Mr.  Brewer,  on  the  other  hand,  considers  the  case  of  the  neutrals.  The  doctrine 
of  blockade  and  contraband,  questions  dealing  with  the  freedom  of  the  seas  and 
measures  and  conditions  calculated  to  affect  favorably  or  unfavorably  the  future 
of  the  United  States  are  the  principal  subjects  discussed.  It  is  a  brief  but  clear 
and  impartial  statement  of  the  rights  of  neutrals  as  affected  by  the  present  war. 

K«n',  F.  Gxisek. 
ObtrUnCoOft. 
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Seymodb,  Charles.  The  Diplomatic  Background  of  the  War.  1870-1914.  Pp- 
zv,311.  Price,*2.00.  New  Haven:  Yale  University  Press,  1916. 
The  study  of  modern  history  has  received  from  the  present  war  a  stimulus 
which  must  give  it  henceforth  a  more  permanent  position  in  the  curriculum  of 
universities  and  colleges.  In  the  present  volume  Mr.  Seymour  enters  a  compara- 
tively new  Geld,  occupied  hitherto  by  a  few  excellent  general  histories,  such  as 
those  of  Phillips,  Rose,  Andrews,  and  Hasen,  and  by  biographies  and  special 
treatises  not  generally  accessible.  Beginning  with  a  study  of  Bismarck's  creation 
of  the  Triple  Alliance  and  of  the  Dual  Alliance  which  counterbalanced  it,  the  author 
passes  to  a  discussion  of  the  development  of  German  world  policy  both  in  respect 
to  its  economic  and  its  moral  factors.  This  is  followed  by  a  consideration  of 
British  foreign  policy,  and  of  the  diplomatic  revolution  by  which  Britain  put  aside 
her  policy  of  opposition  to  France  and  Russia  in  favor  of  cooperation.  The  conflict 
of  the  two  alliances  is  next  described,  and  the  closing  chapters  deal  with  the  Balkan 
wars  and  the  crisis  of  1914.  In  addition  to  a  brief  bibliography  arranged  for 
each  individual  chapter  the  author  gives  frequent  references  in  footnotes,  though 
for  the  most  part  to  secondary  sources.  It  is  scarcely  necessary  to  say  that  there 
is  still  room  for  a  more  exhaustive  work  baaed  upon  original  documentary  evi- 

C.  G.  F. 

Tbottbb,  W.    Instinct*  of  the  Herd  in  Peace  and  War.    Pp.  213.    Price,  $1.26. 

New  York:  The  Macmillan  Company,  1918. 

Many  things  indicate  that  man  is  essentially  a  gregarious  animal.  "1.  He 
is  intolerant  and  fearful  of  solitude,  mental  or  physical.  .  .  .  2.  He  is  more 
sensitive  to  the  voice  of  the  herd  than  to  any  other  influence.  ...  3.  He  is 
subject  to  the  passions  of  the  pack  in  his  mob  violence  and  the  passions  of  the 
herds  in  his*  panics.  ...  4.  He  is  remarkably  susceptible  to  leadership. 
...  5.  His  relations  with  his  fellows  are  dependent  upon  the  recognition  of 
him  as  a  member  of  the  herd." 

Recognizing  that  this  gregarious  instinct  is  as  powerful  today  as  ever  we 
may  see  that  man  can  develop  three  types  of  society.  He  may  imitate  the  "pro- 
tective gregariousness  of  the  sheep  and  the  ox";  he  may  model  his  society  after 
the  "aggressive  gregariouBness  of  the  wolf  and  the  dog"  or  he  may  follow  the 
pattern  of  "complex  social  structure  of  the  bee  and  the  ant,  which  we  may  call 
socialized  gregariousness." 

The  present  European  war  is  not  due  to  any  necessity  of  contest  between 
nations.  It  is  a  mark  of  the  breakdown  of  standards  or  rather  of  the  failure  to 
realise  the  necessity  for  social  ideals.  It  was  the  great  merit  of  Germany  that 
she  saw  the  enormous  possibilities  of  a  conscious  social  order.  Unfortunately, 
her  traditions  and  her  division  into  social  classes  led  her  to  adopt  the  model  of  the 
wolf  and  to  accept  the  philosophy  that  progress  involved  dominance  over  other 
types.  This  ideal  of  human  society,  the  author  thinks,  must  be  replaced  by  the 
socialized  gregariousness.  Society,  in  other  words,  has  become  a  great  and  new 
biological  unit  which  must  replace  the  old  individualism  just  as  the  multi-celled 
organisms  achieved  a  higher  position  than  was  possible  to  single-celled  forms. 
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-  The  original  thesis  was  written  and  published  long  before  the  war.  The 
latter  part  is  added  aa  a  result  of  the  conflict  which  all  want  to  understand.  The 
thesio  is  developed  in  moet  interesting  fashion  and  will  repay  careful  considera- 
tion.   To  me  it  baa  proven  one  of  the  moet  attractive  of  recent  European  books. 

Carl  Kxuan. 

University  of  PetmeyUiania. 

Waxweilsr,  Emile.     Belgium  and  the  Great  Powers.     Pp.  yd,  186.    Price,  $1.00. 

New  York:  G.  P.  Putnam's  Sons,  1916. 
Guyot,  Yvsa.    Let  Causes  et  let  Consiguencet  de.  la  Guerre.    Pp.  xxv,  422. 

Price,  3  fr.  SO.    Paris:   librairie  Fllix  Alcan,  1916. 
Andkasst,  Julius  Count  von.    (Trans,  by  Ernest  J.  Euphrat.)     Whose 
Sin  m  the  World  Wart    Pp.  154.    New  York:  Era  Publishing  House, 
(for  sale  by  Baker.) 
Fried,   Alfred   H.     The  Restoration   of  Europe.     Pp.  xiv,   157.     Price, 
$1.00.    New  York:  The  Macmillan  Company,  1916. 

Mr.  Waxweiler's  book  is  a  continuation  of  the  defence  set  forth  in  his  work 
of  a  year  ago — "Belgium,  Neutral  and  Loyal"  (noticed  in  the  March  1916 
number  of  The  Annate). 

The  two  volumes  next  in  order,  if  read  together,  form  a  combination  which 
will  give  the  reader  a  better  estimate  of  the  causes  of  the  war  than  either  volume 
would  if  taken  by  itself,  for  each  is  written  from  a  partisan  viewpoint.  The  first 
edition  of  M.  Guyot's  work  appeared  in  July,  1915.  This,  the  second  edition, 
issued  nine  months  later,  contains  no  important  changes.  The  political,  eco- 
nomic and  historical  causes  of  the  war  are  set  forth  with  a  clearness  characteristic 
of  the  writer.  It  must  be  said,  however,  that  while  the  author  aims  to  give  the 
facts  without  prejudice,  the  conclusions  of  the  work  do  not  leave  the  impression 
that  his  aim  has  been  accomplished.  He  arrays  his  facts  with  a  bias  and  with 
an  evident  attempt  to  write  Germany  down  -at  every  point.  His  remedy  for  a 
permanent  peace  is  nothing  short  of  "a  political  and  moral  dissolution"  of  the 
German  and  Austro  Hungarian  empires.  Germany  rather  than  Austria  is,  in 
his  opinion,  to  blame  for  the  war.  Count  Andrassy,  on  the  other  hand,  accepts 
in  behalf  of  Austria  full  responsibility  for  the  part  his  country  has  taken  in  the 
war,  and  while  largely  excusing  France  for  participation  in  the  struggle,  and  even 
justifying  English  interference  in  a  measure,  he  finds  the  chief  cause  in  Russia's 
Balkan  ambitions.  In  view  of  Russia's  attitude  Austro-Hungary  could  not  do 
otherwise  than  defend  herself  against  the  inevitable  disintegration  planned  by 
her  enemies.  Coming  from  a  partisan,  it  is  a  very  fair  account  written  in  a  spirit 
of  candor  and  moderation. 

If  Dr.  Fried  had  not  received  the  Nobel  prize  in  1911,  this  work  alone  should 
entitle  him  to  that  distinction,  for  it  is  by  far  the  best  work  on  the  reorganisation 
of  Europe  after  the  war  that  has  thus  far  appeared.  His  interest  in  international 
questions  has  been  life-long  and  he  approaches  the  subject  from  the  standpoint 
of  one  who  thoroughly  understands  the  problems  involved.  The  present  war  is 
due  to  international  anarchy  and  is  the  logical  outcome  of  the  kind  of  "peace" 
which  preceded  it.  All  the  peace  treaties  of  the  past  have  contained  the  germs 
of  the  next  war  and  a  peace  that  is  permanent  must  be  based  upon  the  ei 
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interests  of  all  nations.     Europe  organized  upon  the  principle  of  the  Pan-Ameri- 
can Union  cornea,  in  his  opinion,  nearest  to  meeting  these  conditions. 

Kabx  F.  Gbisbr. 
Oberlin  College. 

MISCELLANEOUS 

Ford,  Hbnry  Jo  ma.  Woodroa  Wiison.  Pp.  332.  Price,  $1.50.  New  York: 
D.  Appleton  and  Company,  1916. 

Hbbbibtbon,  A.  J.  and  Howabth,  O.  J.  The  Oxford  Survey  of  the  Briiith  Em- 
pire. 6  vols.  Pp.  Ixiv,  2129.  Price,  f21.75.  New  York:  Oxford  Uni- 
versity Frees. 

The  student  in  search  of  information  on  prcoentday  economic  and  political 
conditions  in  foreign  countries  often  finds  it  difficult  to  secure,  without  a  great 
amount  of  reading,  material  that  deals  with  the  underlying  facts  of  the  geography, 
resources,  industries  and  peoples  so  necessary  for  a  proper  interpretation  of  a 
country.  Historical  surveys  there  are  in  plenty,  but  comprehensive  and  authori- 
tative descriptions  of  the  lands  themselves  and  their  economic  resources  are  con- 
spicuous by  their  rarity.  These  sis  volumes  supply  such  descriptions  for  all  the 
lands  that  make  up  the  British  Empire.  In  the  words  of  the  preface  their  object 
is  "to  furnish  a  survey  of  the  Empireand  its  constituent  parts  in  their  geographical 
and  allied  aspects,  together  with  their  economic,  administrative  and  social  con- 
ditions, at  the  present  time."  Five  of  the  volumes  deal  with  British  possessions 
in  five  continents:  Vol.  I,  The  British  Isles  and  Mediterranean  possessions;  Vol. 
II,  India  and  other  Asiatic  possessions;  Vol.  Ill,  African  territories;  Vol.  IV, 
Canada,  Newfoundland  and  other  New  World  Possessions;  Vol.  V,  Australia, 
New  Zealand,  the  Pacific  Islands  and  Antarctic.  The  sixth  volume,  entitled  a 
General  Survey,  deals  with  such  topics  as  British  Colonial  Administration,  Impe- 
rial Defense,  Problems  of  Health  and  Acclimatization,  Imperial  Commerce  and 
Communications. 

1  -^  Most  of  the  material  in  the  volumes  is  given  to  the  major  divisions  of  the 
Empire— The  British  Isles  themselves,  India,  Canada,  the  Union  of  South  Africa 
and  Australia,  Each  division  is  a  compilation  of  chapters  by  different  authors 
of  recognised  authority  on  the  topic  treated.  As  an  example  of  the  method  of 
treatment,  the  section  on  South  Africa  may  be  taken.  It  contains  a  chapter  on 
Physical  Geography  and  Geology  of  the  Union  of  South  Africa;  one  on  Climate 
by  the  Government  Meteorologist;  others  by  competent  writers  on  Vegetation 
and  Fauna;  Agriculture;  Peoples;  Government  and  Finance,  etc.  Each  of  the 
other  divisions  is  treated  under  the  same  general  outline.  The  smaller  countries 
of  the  Empire  are  covered  by  single  chapters,  such  as,  for  example,  Labrador  by 
W.  T.  Grenfoll.  At  the  end  of  each  chapter  is  a  short  bibliography,  and  at  the 
end  of  each  volume  tables  of  statistics-  geographical,  commercial,  social  and  finan- 
cial— and  a  gasetteer  of  towns.  Scattered  through  the  volumes  are  several  finely 
executed  colored  maps,  both  physical  and  political,  and  a  large  number  of  dia-  - 
grams  and  maps  in  black  and  white.  These,  together  with  many  half-tone  plates 
from  photographs,  greatly  augment  the  value  of  the  text. 
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The  editors  have  succeeded  to  an  unusual  degree  in  overcoming  the  defeote 
common  to  compilations  of  this  kind.  Repetitions  occur,  as  is  probably  inevita- 
ble where  many  writers  contribute  to  a  single  work;  likewise  relationships  that 
should  be  drawn  between  the  facts  of  different  chapters  are  not  stated  and  these 
gaps  must  be  bridged  over  by  the  reader,  but,  in  general,  unity  of  treatment  has 
been  secured  in  spite  of  diversity  of  authors.  The  geographical  viewpoint  is 
consistently  maintained;  economic  responses  to  physical  environment  are  em- 
phasised, but  other  determining  factors  are  not  overlooked;  present  conditions 
rather  than  past  history  are  presented.  As  might  be  expected,  the  quality  of 
the  chapters  vary,  but  taken  as  s  whole,  this  series  is  the  best  description  of  the 
physical,  economic  and  social  conditions  of  the  various  parts  of  the  British  Empire 
that  we  have. 

G.  B.  Roohbach. 
Univerntv  of  Pennej/lamia. 

Hopkins,  J.  Cabtell  (Ed.).    The  Canadian  Annual  Review,  1916.    Pp.  880. 

Price,  $4.00.    Toronto:  The  Annual  Review  Publishing  Company,  1019. 

Ah  might  be  expected,  this  issue  is  given  over  largely  to  the  European  war. 
The  first  four  hundred  pages  have  to  do  with  such  matters  as  the  position  of  the 
various  belligerents  during  1015,  a  chronology  of  the  war,  Canada's  responses  to 
war  demands — her  contribution  in  men,  money  and  achievement*.  Then  follow 
an  appraisal  of  the  position  of  the  United  States  during  the  progress  of  the  war 
and  a  record  of  the  diplomatic  relations  between  the  United  States  and  Great 
Britain. 

Without  imputing  to  the  first  part  of  the  Review  a  lack  of  good  faith  or  inac- 
curacies one  may  still  suggest  the  advisability  of  continually  applying  the  ordi- 
nary tests  of  historical  criticism. 

The  last  four  hundred  pages  of  the  book  treat  of  the  outstanding  issues  and 
problems  in  each  of  the  various  provinces  of  Canada  during  1915.  Such  data 
regarding  our  northern  neighbor  are  not  to  be  passed  over  lightly  by  anyone  wish- 
ing to  keep  fully  posted  on  what  was  doing  in  1016. 

C.  H.  C. 

Oloott,  Chablbs  S.    The  Life  of  William  McKinley.    2  vols.    Pp.  xxiv,  818. 

Price,  S5.00.    Boston:  Houghton,  Mifflin  Company,  1016. 

The  task  of  writing  a  biography  of  President  McKinley  was  fortunately 
undertaken  by  an  author  of  experience  and  literary  ability.  Having  been  con- 
nected with  the  publishing  house  of  Houghton,  Mifflin  and  Company  for  twenty- 
five  years,  Mr.  Olcott  brought  to  his  work  good  standards  and  has  succeeded  in 
living  up  to  those  standards  in  presenting  the  life  and  work  of  William  McKinley. 

About  three-eighths  of  the  book  deals  with  Mr.  McKinley's  early  life  and  his 
work  up  to  the  time  of  becoming  president,  the  remaining  five-eighths  of  the  work 
are  devoted  to  a  discussion  of  the  tasks  that  confronted  President  McKinley  and 
the  spirit  and  manner  with  which  he  dealt  with  the  problems  he  had  to  settle. 
The  author  is  thoroughly  in  sympathy  with  Mr.  McKinley's  views  on  the  tariff 
and  upon  all  other  public  questions  with  the  solution  of  which  President  McKinley 


,y  Google 


Book  Department  293 

ma  oonoomed.    This  Sonde  to'  deprive  the  work  of  a  critical  character  and  to 
make  it  almost  without  exception  laudatory. 

,  Mr.  Oloott  very  properly  gives  a  large  amount  of  space  to  the  discussion  of 
events  that  preceded  the  Spanish-American  War  and  to  a  consideration  of  Presi- 
dent McKinley'a  conduct  of  the  war.  Mr.  McKinley  is  entitled  to  great  credit 
for  the  determination  he  manifested  in  holding  Congress  beck  for  months  from 
declaring  war  on  Spain,  and  be  is  rightly  entitled  to  credit  for  the  manner  in  which 
he  directed  the  peace  negotiations.  He  hss  placed  the  country  under  great  obli- 
gations for  the  way  in  which  he  organised  the  government  of  the  Philippine 
Islands.  Mr.  McKinley,  Secretary  Root  and  Governor-General  Taft  started  the 
American  government  m  the  Philippines  in  a  manner  that  is  entirely  creditable 
to  the  United  States.  Among  the  other  subjects  considered  by  Mr.  Olcott  is  the 
policy  of  the  United  States  towards  China  during  and  after  the  Boxer  trouble. 
The  policy  pursued  by  President  McKinley  and  Secretary  Hay  was  as  successful 
ss  it  was  magnanimous  and  commendable. 

Ehobt  R.  Johnson. 
University  of  Pennsylvania. 
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By  L.  S.  Rowe,  Ph.D.,  LL.D.,     . 
President  <rf  the  Academy 

The  addresses  printed  herewith  were  delivered  at  a  joint 
meeting  of  the  American  Academy  of  Political  and  Social  Science 
and  the  Pennsylvania  Arbitration  and  Peace  Society  on  the  evening 
of  Friday,  November  10,  1916.  The  importance  of  the  occasion, 
as  well  as  the  significance  of  the  addresses,  make  it  desirable  to 
place  them  in  the  hands  of  every  member  of  the  Academy.  The 
American  public  has  never  had  an  opportunity  to  form  a  judgment 
of  the  purposes  of  the  Mexican  Revolution.  It  has  seemed  im- 
portant to  the  officers  of  the  Academy  that  these  purposes  should 
be  presented  by  the  men  who  have  taken  not  only  a  leading  part  in 
the  revolutionary  movement  but  who  are  now  actively  engaged  in 
an  endeavor  to  work  out  these  purposes  in  concrete  and  practical 
form. 
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THE  MEXICAN  REVOLUTION— ITS  CAUSES,  PURPOSES 
AND  RESULTS 

By  Hon.  Luis  Cabrera, 

Minister  of  Finance  of  Mexico,  and  Chairman  of  the  Mexican  Section  of  the 
American  and  Mexican  Joint  Commission. 

Whatever  I  might  say  in  token  of  gratitude,  for  the  honor 
conferred  upon  us  by  the  American  Academy  of  Political  and  Social 
Science  and  the  Pennsylvania  Arbitration  and  Peace  Society, 
would  be  little  in  view  of  the  great  importance  of  the  special  invita- 
tion extended  to  us  to  attend  this  special  session. 

We  consider  it  a  high  honor  for  our  country  more  than  for 
ourselves,  and  we  are  glad  of  the  opportunity  to  make  ourselves 
heard  before  a  scientific  and  scholarly  public,  free  from  prejudice 
and  interested  in  the  Mexican  situation.  Owing  to  their  special 
nature,  the  American  Academy  of  Political  and  Social  Science  as 
well  as  the  Pennsylvania  Arbitration  and  Peace  Society  are  institu- 
tions of  scientific  and  humanitarian  character.  They  have  at  heart 
only  the  investigation  and  the  good  of  humanity,  and  in  that  spirit 
they  study  the  Mexican  situation. 

Literature  on  Mexico  which  I  have  found  in  the  United  States 
is  of  an  entirely  superficial  character,  such  as  is  contained  in  news- 
paper reports  or  interviews.  Consequently,  it  is  tinged  with  shal- 
lowness, based  on  rumors,  and  intended  for  telegraphic  transmission. 
In  many  eases  those  reports  have  a  political  purpose  and  then  the 
facts  are  not  only  inaccurate,  but  are  set  forth  with  the  intention 
of  moulding  public  opinion,  or  that  of  the  United  States  Govern- 
ment, or  of  some  political  party.  In  many  other  cases  the  literature 
of  Mexico  known  in  the  United  States,  is  simply  imaginative,  like 
the  novel  or  the  moving  picture  exhibition.  I  do  not  know  of  any 
book,  pamphlet  or  publication  on  the  Mexican  situation  which  has 
been  prepared  with  a  scientific  purpose. 

The  sources  of  information  have  been  either  newspaper  corre- 
spondents who  discard  99  per  cent  of  the  important  facts  because 
they  cannot  extract  from  them  a  sensational  headline  for  their 
papers,  or  foreigners  who  have  interests  in  Mexico,  and  who  look 
at  the  situation  merely  from  the  viewpoint  of  their  own  businesses. 
[11 
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Other  founts  of  information  are  either  Mexicans  who  reside  abroad 
and  whose  views  are  affected  by  partisan  bias,  or  politicians  repre- 
senting some  special  faction  or  chieftain.  All  such  sources  must 
necessarily  be  unreliable.  Not  one  of  them  springs  from  the  purpose 
of  ascertaining  the  true  conditions  of  Mexico,  and  the  public  who 
reads  them  desires  to  find  therein  the  corroboration  of  its  own 
opinions  rather  than  precise  data. 

The  mission  which  has  brought  us  to  the  United  States  being 
of  a  diplomatic  nature,  prevents  us  from  speaking  with  absolute 
liberty,  and  our  connection  with  the  Constitutionalist  Government 
might  cause  our  opinions  to  be  viewed  as  decidedly  partial.  As 
regards  myself,  without  losing  sight  of  the  fact  that  I  belong  to  the 
Government  of  Mr.  Carranza  and  am  taking  part  in  a  diplomatic 
mission,  I  would  like  to  say  some  words  on  the  Mexican  situation, 
appraising  it  from  a  purely  scientific  viewpoint. 

Therefore  I  shall  not  speak  either  as  an  official  or  as  a  politician 
or  as  a  diplomat,  but  only  as  a  member  of  the  American  Academy  of 
Political  and  Social  Science  who  desires  to  present  the  general 
features  of  a  scientific  interpretation  of  the  facts  which  have  been 
agitating  Mexico  during  the  past  ax  years. 

The  Chaos 

The  general  impression  regarding  the  Mexican  situation,  not 
only  abroad  but  in  Mexico,  is  that  it  is  but  chaos.  The  causes  put 
forth  by  each  Government,  each  chief,  each  conspirator,  each  poli- 
tician or  each  writer,  as  the  motives  of  the  Mexican  Revolution, 
are  so  numerous  and  conflicting  that  it  is  almost  impossible  to  under- 
stand them.  Some  are  general,  others  concrete,  others  immediate, 
and  still  others  remote  in  their  influence. 

The  simplest  conclusion  which  indolent  intelligence  or  impa- 
tient characters  have  extracted  from  this  galaxy  of  motives,  is  that 
the  Mexican  people  have  an  incorrigible  tendency  towards  disorder 
and  war,  and  Mexico  is  consequently  the  "sick  man,"  whose  cure  is 
hopeless.  The  number  of  presidents  that  Mexico  has  had  in  a  cen- 
tury, is  nearly  as  large  as  the  numbers  of  leaders,  generals  or  chief- 
tain who  in  the  past  six  years  have  assumed  the  title  of  legitimate 
governments  of  Mexico.  All  possible  forms  of  administration  have 
tried  to  rule  Mexico,  ranking  from  brutally  military  governments, 
without  organization  of  any  kind,  such  as  those  of  Zapata  or  Villa, 
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up  to  a  Government  of  Democratic  appearance,  but  1 
that  proceeding  from  the  AguascaJientes  Convention. 

Foreign  countries  know  of  Mexico  only  what  they  see  in  the 
press  headlines,  and  those  tell  merely  of  bloody  deeds,  battles, 
assaults,  the  blowing  up  of  trains,  massacres,  shootings,  imprison- 
ments, exiles,  etc.  Judging  from  this  kind  of  information,  the 
situation  in  Mexico  is  a  complete  chaos.  Neither  the  American 
people,  nor  the  men  who  might  be  supposed  to  appraise  the  situa- 
tion, can  do  so  for  lack  of  general  lines  of  interpretation  of  those 
facts. 

The  student  or  the  scientist  who  would  tike  to  understand  and 
follow  step  by  step  the  phenomena  produced  in  the  chemist's  glass, 
or  in  the  receptacle  of  bacteriological  cultures,  or  in  the  crucible  of 
the  metallurgist;  or  the  botanist  who  would  like  to  follow  minutely 
the  development  of  the  seed  or  of  the  grass,  would  find  himself 
guideless  to  do  so.  Neither  chemical,  biological,  nor  sociological 
phenomena  can  be  studied  through  direct  observation  of  the  ele- 
ments at  the  time  in  which  processes  of  transformation  are  taking 
place.  It  becomes  necessary  to  know  the  nature  of  those  elements, 
to  observe  the  previous  condition  of  them,  and  subsequently  the 
phenomena  materialized  therewith. 

To  understand  sociological  phenomena,  we  need  above  all  a 
general  interpretation  of  a  whole  series  of  facts  and  of  the  evolving 
process;  not  a  concrete  explanation  of  each  one  of  the  facts  as  they 
take  place.  I  shall  endeavor  to  make  such  a  scientific  interpreta- 
tion of  the  Mexican  situation. 

Geographical  Data. 

Geographically,  Mexico  is  a  high  triangular  plateau,  having 
its  vertex  towards  the  south  and  its  base  towards  the  north,  com- 
prised between  two  mountain  chains,  of  which  one  runs  parallel  to 
the  Gulf  of  Mexico  and  the  other  to  the  Pacific  Ocean.  This  high 
plateau  is  dry  and  bare  in  its  northern  part,  and  has  been  chiefly 
devoted  to  cattle  raising.  In  the  southern  part  it  is  less. dry  and 
more  fertile,  and  this  southern  portion,  properly  called  the  central 
plateau,  is  the  cereal  region. 

The  Gulf  slope,  damp  and  hot,  is  rich  for  tropical  agriculture 
and  gifted  with  extensive  oil  fields.  The  Pacific  slope,  dry  and  hot, 
but  well  irrigated  by  our  mountains,  will  become  an  important 
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agricultural  region.  Yucatan,  a  stony  desert,  which  has  been  able 
to  produce  only  hemp,  is  out  of  the  main  body  of  Mexico,  like  Lower 
California.  The  mountain  chains  running  parallel  to  the  Gulf  and 
to  the  Pacific,  and  which  interlock  in  order  to  form  the  high  Central 
Plateau,  are  not  merely  spurs,  but  comprise  vaat  regions,  constitute 
the  extensive  mountain  portion  of  Mexico,  and  are  the  mining 
region. 

For  a  long  time  Mexico  was  considered  to  be  a  country  of 
marvelous  wealth.  Afterwards  it  was  believed  that  Mexico,  on  the 
contrary,  was  a  very  poor  country.  The  truth  is  that  Mexico 
possesses  great  wealth,  unexploited,  and  needing  large  investments 
of  capital  and  exceeding  energy  and  skill  to  develop  it. 

Population 

From  the  point  of  view  of  population,  Mexico  is  as  little  known, 
as  from  the  geographical.  One  speaks  of  the  Mexican  people  and  of 
the  characteristics  of  such  people,  without  taldng  into  considera- 
tion that  the  Mexican  people,  or  the  Mexican  race  is  not  a  well 
defined  group,  but  an  agglomeration  which  has  been  constantly 
changing  during  the  past  four  hundred  years,  and  is  still  in  the 
process  of  formation.  Before  the  Spanish  conquest,  hundreds  of 
indigenous  races  existed,  of  such  distinct  and  opposite  character- 
istics, that  it  would  be  difficult  to  find  another  country  in  the  world 
possessing  such  a  number  of  different  races.  It  is  for  facility's  sake 
that  we  speak  of  the  "Mexican  Indian,"  instead  of  speaking  of  the 
hundred  of  indigenous  races  of  Mexico. 

After  the  Spanish  conquest  the  indigenous  population  became 
enslaved.  Later,  through  the  efforts  of  the  Spanish  friars  to  protect 
the  aboriginal  races  of  Mexico,  the  Indians  ceased  being  slaves, 
only  to  fall  into  a  condition  of  legal  incapacity.  Subsequent  to  the 
Conquest  a  mixed  or  mestizos  population  began  to  appear,  and  it  is 
still  continuing  and  modifying  its  development  day  by  day.  In 
Mexico  there  is  thus  not  a  mixed  population,  properly  speaking, 
with  characteristics  different  from  those  of  the  Indian,  or  different 
from  those  of  the  white.  We  have  a  varying  mixed  population, 
which  in  certain  strata  are  very  near  to  the  Indian,  and  in  others 
cannot  be  distinguished  from  the  white.  For  the  rest,  the  ease 
with  which  whites  mix  with  mestizos,  and  the  latter  with  Indians, 
produces  the  fact  that  in  Mexico  the  race  question  properly  speaking 
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does  not  exist.  There  is  merely  a  question  of  education,  for  as  soon  , 
as  the  Indian  has  been  educated,  he  actually  takes  his  rank  by  the*^ 
side  of  the  mestizo. 

The  population  problem  consists  in  unifying  the  mixed  race  by 
means  of  education  and  intercrossing  with  the  Indian  race  and  in 
striving  to  secure  the  constant  dissolving  of  the  immigrant  white 
races  into  the  mixed  race.  This  problem  does  not  present  diffi- 
culties as  regards  the  intercrossing  of  the  Indian  race  with  the  mixed 
race,  but  it  is  very  serious  as  regards  dissolving  the  white  immi- 
grants. The  white  immigration  of  Mexico  as  regards  numbers,  can 
be  classified  in  the  following  order:  Spanish,'^ North  American, 
French,  Italian,  BngKgh  and  German. 

Of  the  white  immigrants  to  Mexico  the  Spaniard  nearly  always 
blends  with  the  native,  so  that  after  a  generation  it  may  be  said 
that  all  the  Spaniards  become  Mexicans.  We  may  say  the  same 
thing  of  the  Italian  and  immigrants  of  Semitic  origin :  the  Arabians, 
Armenians,  etc.  After  the  Spaniard  and  the  Italian,  the  German 
assimilates  best,  and  becomes  Mexican  in  two  generations.  The 
German  frequently  marries  a  Mexican  woman  and  settles  per- 
manently in  the  country.  The  French  come  after  the  German,  as 
regarding  facility  of  blending. 

The  American  immigrant  very  seldom  becomes  Mexican.  The 
very  small  percentage  of  American  immigrants  who  settle  perma- 
nently in  Mexico  or  who  marry  Mexican  women,  preserve  American 
citizenship,  educate  their  children  abroad,  and  it  may  be  said  that 
95  per  cent  of  American  immigrants  remain  always  American, 
socially,  politically,  and  ethnically.  The  English  immigrant  rarely 
becomes  Mexican.  Hardly  ever  does  he  marry  a  Mexican  woman 
and  his  children  are  always  educated  abroad. 

These  brief  explanations  respecting  the  tendencies  to  assimilate 
the  white  population,  reveal  also  many  political  and  economic 
questions  which  exist  in  Mexico  regarding  the  situation  of  foreigners.  */ 

Education 
The  lack  of  education  of  the  indigenous  population,  is  the  only 
obstacle  to  the  dissolution  of  the  Indian  population  into  the  mixed 
one.  Mexico  has  a  problem  of  education.  It  will  suffice  to  say  that 
there  are  80  per  cent  of  illiterates  in  our  country.  Education  in 
Mexico  has  had  many  obstacles.    The  principal  ones  have  been  the 
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landlord  system,  which  has  created  the  peon  class,  who  are  really 
serfs,  and  the  action  of  the  Roman  Catholic  Church  during  the 
.,  nineteenth  century,  which  has  assisted  landlordism  to  preserve  in 
ignorance  the  indigenous  masses. 

The  activities  of  the  Spanish  friars  in  the  seventeenth  and 
eighteenth  centuries,  and  in  general  of  the  Catholic  clergy  during 
those  centuries,  may  be  said  to  have  been  constantly  beneficial  to 
the  indigenous  race.  However,  when  the  clergy  acquired  vast 
wealth  and  the  Church  became  the  great  landowner,  then  the 
beneficial  work  of  the  Catholic  Church  for  the  education  of  the 
indigenous  races  of  Mexico  and  the  Mexican  rural  population  in 
"  general,  ceased  to  exist  and  there  began  a  counter  movement.  The 
tendency  of  the  Church  then  was  directed  to  maintaining  the  rural 
population  in  ignorance. 

The  previous  governments,  either  were  not  aware  of  the  prob- 
lem or  did  not  wish  to  educate  the  Indian  and  the  proletariat.  The 
best  proof  of  the  failure  of  the  Catholic  Church  as  educator  of  the 
Indians  is  that  after  the  Church  has  had  four  hundred  years  of 
absolute  dominion  in  educational  matters,  we  still  have  in  Mexico 
80  per  cent  of  illiterates. 
f  The  tendency  of  the  revolutionary  government  is,  not  only  to 

remove  the  obstacles  that  the  Mexican  Government  might  have, 
~^j  but  to  devote  a  considerable  portion  of  its  efforts  and  of  the  public 
L  funds  to  the  education  of  the  masses  of  the  people. 

Religious  Problem 

Mexico  has  no  religious  problem  properly  speaking.  The 
Spanish  system  of  patronage  extended  to  the  Catholic  Church  by 
the  Spanish  kings  gave  a  mighty  temporal  power  to  the  clergy, 
which  lasted  up  to  1860.  In  that  year  owing  to  the  War  of  Reform 
the  Church  was  dispossessed  of  its  property,  incapacitated  from 
acquiring  real  estate,  and  deprived  of  temporal  power. 

During  the  long  government  of  General  Diaz  the  Catholic 
clergy  creeping  on  from  point  to  point  in  concealed  form,  recovered 
much  of  its  temporal  power  and  rebuilt  part  of  its  fortune.  At 
present  some  members  of  the  Catholic  clergy  have  a  tendency  to 
recover  the  temporal  power  which  the  Church  had  enjoyed  previous 
to  1860.  jThe  tendency  of  the  revolutionary  government  is  to  render 
effective  J  the  absolute  separation  of  Church  from  State,  and  to 
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prevent  the  Mexican  clergy  from  recovering  its  temporal  power, 
leaving  it,  however,  in  the  most  absolute  liberty  as  regards  religious 
matters. 

Agrarian  Problem 

The  agrarian  problem  of  Mexico  is  due  to  the  geographical  and 
ethnical  conditions  of  the  country.  The  Spanish  colonial  system  of 
huge  land  grants,  the  constant  absorption  of  real  estate  by  the 
clergy  during  the  eighteenth  century  and  the  first  half  of  the  nine- 
teenth century,  with  the  system  of  concession  of  Government  lands 
adopted  during  the  second  half  of  the  nineteenth  century,  created 
and  continued  a  state  of  landlordism  which  has  been  the  chief 
cause  of  disquiet  in  Mexico  during  the  nineteenth  century. 

As  a  consequence  of  this  landlordism  there  has  been  produced 
a  constant  condition  of  serfdom  among  the  rural  classes  of  Mexico, 
a  condition  known  as  peonage.  The  solution  of  the  agrarian  problem 
of  Mexico  consists  in  the  destruction  of  landlordism  to  facilitate  the 
formation  of  small  farms,  and  also  in  the  granting  of  "commons" 
to  the  villages.  It  includes  the  division  or  parcelling  of  large 
estates,  and  a  system  of  taxes  upon  rural  property  to  prevent  the 
reconstruction  of  large  estates.  Up  to  date  it  may  be  said  that 
large  rural  estates  have  almost  never  paid  taxes. 

Natural  Resotjbcbs 
The  lack  of  Mexican  capital  has  been  the  reason  that  mining 
and  other  Mexican  industries  have  not  been  developed  save  through 
foreign  capital.  The  Spanish  Government  believed  that  the  eco- 
nomic development  of  Mexico  should  be  based  on  land  monopoly, 
and  also  on  commercial  privileges  granted  to  Spaniards  born  in  the 
mother  country.  In  the  exploitation  of  the  natural  wealth  of 
Mexico,  the  system  followed  by  the  past  administrations,  and 
especially  by  that  of  General  Diaz,  was  that  of  granting  concessions 
so  intrenched  in  privilege  that  further  competition  became  impossi- 
ble. This  system  of  privileges  and  monopoly  comprised  not  only 
the  mining,  petroleum  and  water  power  industries,  but  all  kinds  of 
industries  and  manufactures,  commerce  and  banking.  It  may  be 
said  that,  in  general,  the  economic  development  of  Mexico  during 
the  administration  of  General  Diaz,  was  the  growth  of  big  business 
based  on  privilege. 
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The  endeavor  of  the  Revolutionary  Government  of  Mexico  is 
to  obtain  an  economic  development  based  on  unshackled  competi- 
tion, and  of  such  a  nature  that  the  development  of  existing  business 
may  not  prevent  future  commerce  and  industry.  From  this  point 
of  view,  foreign  capital  invested  in  Mexico  upon  the  system  of 
privilege  considers  itself  attacked  by  the  present  revolution.  How- 
ever, if  we  understand  the  general  tendency  of  the  Mexican  Revolu- 
tion, we  find  that  it  opens  a  field  of  action  for  the  investment  of 
foreign  capital  much  wider  than  that  existing  heretofore. 

Commercial  Problem 
The  lack  of  fluvial  navigation  and  the  great  height  of  the  Cen- 
tral Plateau  above  the  sea  level,  together  with  the  uneven  topog- 
raphy, have  compelled  Mexico  to  rely  upon  a  scant  system  of 
railways.  Because  of  this  Mexico's  commerce  has  been  established 
on  false  bases.  It  has  been  simply  importation  and  exportation  with 
foreign  countries,  without  developing  domestic  interchange  of  prod- 
ucts. Commerce  itself  has  been  to  a  great  extent  the  only  fount  of 
fiscal  revenue,  principally  the  commerce  of  importation.  For  a  long 
time  exports  even  of  raw  materials  have  been  free  from  duty.  The 
policy  of-  the  revolutionary  government  is  to  control  the  railways, 
these  being  the  only  ways  of  communication  that  the  country  has. 
It  purposes  also  to  develop  other  ways  by  utilizing  the  forces  which 
he  latent  in  Mexico,  i.e.,  oil  and  water  power. 

Industrial  Problem 
The  industrial  development  of  Mexico  has  occurred  during  the 
last  twenty  years.  Its  basis  has  been  artificial.  It  has  consisted  of 
an  excessive  protection  to  infant  industries,  rendering^them  uncer- 
tain and  precarious  because  of  their  lack  of  mercantile  bases, 
andjit  has  prevented  the  establishment  of  competing  industries. 
The  tendency  of  the  revolutionary  government  is  to  place  the 
industrial  development  of  the  country  upon  a  business  basis,  leav- 
ing aside  the  system  of  protection,  concession,  privileges  and  monop- 
oly, until  now  the  bases  of  that  little  development  have  been  effected. 

Political  Problem 
The  diversity  in  types  of  civilization  as  shown  by  the  Indian, 
the  mestizo  and  the  white,  furnishes  to  Mexico  a  serious  social  and 
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political  problem  which  may  be  Bet  forth  by  saying  that  it  is  neces- 
sary to  find  a  formula  of  Government  which  may  serve  at  the  same 
time  for  a  type  of  mediaeval  civilization,  as  is  the  mestizo,  and  for 
a  type  of  modern  civilization,  as  is  the  foreign  immigrant  or  the 
educated  Creole.  If  this  be  not  possible,  it  would  be  necessary  to 
find  various  governmental  formulae  and  various  regimes  for  each 
one  of  the  elements  forming  Mexico's  population. 

Up  to  the  time  of  General  Diaz  the  political  laws  of  Mexico 
have  been  baaed  on  advanced  theories,  but  these  have  never  been 
rendered  effective.  This  produced  inequality  both  juridic  and 
economic.  The  political  problem  of  Mexico  consists  in  rendering 
effective  the  political  and  civil  law.  In  order  to  do  this  it  is  necessary 
above  all  to  find  the  proper  legal  and  political  formulae,  so  that 
after  those  laws  have  been  promulgated,  it  may  be  possible  to 
apply  them  efficaciously,  securing  thus  equality  of  rights  among  all 
men. 

International  Problems 

The  international  problems  of  Mexico  deserve  special  atten- 
tion, the  main  one  being  found  in  her  relations  with  the  United 
States. 

After  the  war  of  1847  which  cost  Mexico  half  of  her  territory, 
Mexicans  were  not  able  to  regain  confidence  in  regard  to  the  impe- 
rialistic tendency  that  the  Latin  American  countries  attribute  to 
the  United  States.  During  the  Mexican  revolution,  after  the  occu- 
pation of  Vera  Cruz  and  the  Columbus  expedition,  the  fears  of 
Mexicans  of  a  conflict  with  the  United  States  have  increased  con- 
siderably, chiefly  since  it  is  known  that  one  of  the  political  parties 
of  the  United  States  frankly  advocates  intervention.  The  repeated 
and  public  statements  against  intervention  made  by  the  Democratic 
Government  of  the  United  States,  have  not  been  sufficient  to  allay 
the  fears  of  Mexicans. 

As  a  neighbor  of  the  United  States,  Mexico  will  also  have  as  an 
international  problem  the  danger  of  a  conflict  between  the  United 
States  and  some  other  European  or  Asiatic  power.  The  foes  of  the 
United  States,  who  are  always  foes  of  the  whole  American  con* 
tinent,  will  certainly  assume  to  be  friends  of  Mexico,  and  will  try 
to  take  advantage  of  any  sort  of  resentment,  feeling  or  distrust 
that  Mexico  may  have  against  the  United  States.  Mexico,  never- 
theless, understands  that  in  case  of  a  conflict  between  the  United 
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States  and  any  other  nation  outside  of  America,  her  attitude  must 
be  one  of  complete  continental  solidarity.  On  this  point  the  revolu- 
tionary government  has  followed  a  policy  of  frankness  and  con- 
sistency in  her  relatione  with  the  United  States,  putting  always  her 
deeds  in  accordance  with  her  words,  and  sincerely  trying  to  reach 
an  understanding  with  the  people  and  the  Government  of  the 
United  States. 

Within  Mexico,  the  real  international  problem  is  that  of  pro- 
tecting foreign  life  and  property  and  of  establishing  proper  relations 
between  foreigners  and  natives.  On  account  of  the  non-enforcement 
of  the  political  and  civil  laws  in  favor  of  Mexicans,  and  on  account 
of  the  always  watchful  diplomatic  protection  that  foreigners  have 
enjoyed,  a  sort  of  privileged  condition  has  arisen  little  by  little  in 
favor  of  foreigners.  Mexico  has  the  problem  of  equalizing  the 
condition  of  Mexicans  and  foreigners,  not  by  lowering  the  status  of 
the  foreigners,  but  by  raising  the  condition  of  natives. 

The  privileged  condition  of  foreigners  that  has  existed  in  Mexico 
for  a  long  time,  has  produced  a  certain  jealousy,  and  distrust  with 
which  Mexicans  look  upon  the  increase  of  immigration  and  foreign 
investments  in  Mexico,  since  such  increases  would  be  considered 
as  the  strengthening  of  a  privileged  class. 

The  problem  for  Mexico  is  to  find  the  way  in  which  foreign 
money  and  immigrants  can  freely  come  to  Mexico  and  contribute 
to  her  progress  without  becoming  a  privileged  class.  Instead  of 
becoming  a  growing  menace  to  the  sovereignty  of  Mexico,  they 
should  contribute  to  the  consolidation  of  her  sovereignty  and  her 
independence  as  a  nation. 

All  the  problems  heretofore  stated  have  been  always  complex 
and  greatly  misunderstood.  The  old  regime  had  created  such 
interests  as  have  just  been  described  and  those  interests  were  so 
strongly  bound  up  with  the  Government,  that  during  the  last  years 
of  the  government  of  General  Diaz  it  was  quite  clear  that  no  peace- 
ful solution  was  attainable.  The  transformation  of  the  whole 
system  by  congressional  action  trying  to  change  the  laws  and  the 
Government  at  large,  as  well  as  the  economic  conditions  of  the 
country,  would  have  required  probably  a  whole  century  of  effort, 
and  still  it  is  not  certain  that  such  solution  would  have  been  reached 
or  that  in -the  meantime  civil  war  would  not  have  broken  out. 

After  the  election  of  General  Diaz  in  1910,  it  was  well  under- 
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stood  that  the  purpose  of  his  election  was  to  perpetuate  the  same 
form  of  Government  and  the  same  system  as  had  long  been  in 
existence.  The  people  saw  that  it  was  impossible  to  transform 
anything  by  peaceful  methods.  They  had  then  to  resort  to  force 
in  order  to  destroy  a  regime  which  was  contrary  to  their  liberty, 
development  and  welfare.  The  last  six  years  of  internal  upheaval, 
though  chaotic  in  appearance,  mean  for  Mexico  the  sociological 
transformation  of  her  people. 

A  scientific  interpretation  of  the  Mexican  Revolution  is  not 
possible,  unless  facts  are  taken  as  a  whole  and  a  considerable  period 
of  time  is  analysed.  All  of  us  know  that  in  the  every  day  reading  of 
the  newspapers  of  the  United  States,  matters  of  the  utmost  impor- 
tance are  analyzed  and  studied  and  conclusions  are  drawn  from 
incomplete  facts.  It  is  impossible  to  draw  sane  conclusions  from 
facts  thus  secured.  I  have  never  seen  a  country,  either  in  Europe 
or  in  South  America,  where  conclusions  are  drawn  or  editorials  are 
written  save  after  a  reasonable  time  has  justified  the  drawing  of 
such  conclusions.  But  in  the  United  States  the  rush  of  public 
curiosity  for  facts  is  misunderstood  as  an  eager  curiosity  for  ideas, 
and  so  this  is  the  only  country  in  the  world  where  we  can  see  that 
an  editorial  comes  the  same  morning  in  which  a  mere  rumor  on 
some  subject  is  published. 

This  way  of  studying  sociological  facts,  sounds  to  me  like  the 
attempt  of  a  physics  student  who  studies  the  swing  of  the  pendulum 
and  instead  of  waiting  until  the  whole  swing  is  complete  or  until  a 
certain  number  of  swings  have  occurred,  is  so  eager  to  draw  scientific 
conclusions  that  he  would  at  any  moment  of  the  swing  proceed  to 
calculate  the  exact  direction  in  which  the  center  of  the  earth  is 
placed.  The  conclusion  of  that  student  would  be  that  the  earth  is 
mad  and  that  its  center  is  changing  foolishly. 

It  has  been  said  that  the  Mexican  Revolution  is  not  properly 
a  revolution,  but  mere  anarchy,  that  countries  at  peace  consider 
dangerous  and  intolerable.  Nevertheless,  if  we  can  demonstrate 
with  facts  that  the  Mexican  Revolution  has  followed  exactly  the 
natural  course  of  any  other  revolution,  and  if  it  can  be  demonstrated 
that  even  at  the  present  time  the  revolutionary  government  of 
Mexico  is  pursuing  a  well  defined  program  of  reconstruction,  one 
must  necessarily  reach  the  conclusion  that  the  Mexican  people  are 
not  acting  madly,  nor  blindly  destroying  her  wealth  and  her  men, 
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but  performing  a  task  of  transformation  beneficial  and  indispensa- 
ble, from  which  results  may  be  expected  that  will  be  commensurate 
with  the  sacrifices  that  are  now  being  made. 

It  will  appear  indeed  as  strange  and  bold,  and  it  will  perhaps 
shock  to  a  certain  extent,  especially  the  members  of  the  American 
Academy  of  Political  and  Social  Science  and  of  the  Pennsylvania 
Arbitration  and  Peace  Society  that  in  a  scientific  and  pacifist 
audience  like  this,  one  should  come  to  apologize  for  force  and  insur- 
rection as  a  means  of  securing  the  liberty  and  welfare  of  her  people. 
I  am  not  trying  to  impose  my  views,  but  simply  applying  sociolog- 
ical criteria  to  facts  that  have  occurred  in  Mexico. 

When  a  system  of  work  is  right,  but  we  fail  to  obtain  results 
from  our  efforts  for  lack  of  efficiency,  the  task  of  the  reformer  con- 
sists in  improving  that  system.  But  when  a  system  is  radically 
wrong,  we  must  abandon  that  system  and  find  a  better  one.  The 
gradual  and  slow  reform  of  a  system  to  make  it  suit  the  require- 
ments of  a  man,  of  a  business  enterprise, 'of  an  institution  or  of  a 
country,  is  called  evolution.  The  abandonment  of  a  system  to  be 
replaced  by  another,  is  called  a  revolution.  The  use  of  force  is  not 
essential  to  a  revolution;  but  the  revolution  in  the  personal  conduct 
of  men,  in  business  or  in  communities,  implies  always  a  considerable 
effort  and  a  great  amount  of  sacrifice. 

Historically,  we  can  assert  that  with  very  few  exceptions,  the 
greatest  conquests  of  human  liberty  and  human  welfare  have  not 
been  made  without  large  sacrifices  of  men  and  property.  Sociolog- 
ically, the  revolution  is  the  rebellion  of  a  people  against  a  social 
system  that  has  been  found  wrong.  But  as  every  social  system  is 
embodied  in  certain  laws  and  in  a  certain  political  organization, 
revolution  appears  always  as  a  violation  of  existing  laws  and  as  an 
insurrection  against  the  Government.  Hence  all  revolutions  appear 
as  anarchical  attempts  to  destroy  society  and  this  is  also  why  most 
insurrections  are  called  revolutions. 

A  revolution  means  the  use  of  force  to  destroy  an  unsatisfactory 
system  and  the  employment  of  force  and  intelligence  to  build  the 
new  system.  A  revolution  has  consequently  two  stages  clearly 
defined;  the  destructive,  which  is  nearly  always  a  period  of  war  and 
rebellion  against  the  so-called  established  Government,  and  the 
stage  of  disavowal  of  most  of  the  existing  laws,  which  means  the 
use  of  force  against  the  social,  economic  and  legal  system. 
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When  the  old  regime  has  been  destroyed,  the  mere  reestablish- 
ment  of  legal  order  without  any  change,  would  be  tantamount  to 
the  simple  reconstruction  of  the  same  structure  already  destroyed. 
This  is  what  sometimes  makes  revolutions  fail.  To  avoid  this,  any 
revolution  has  a  second  stage  that  is  always  known  as  the  period 
of  revolutionary  government.  During  this  second  period,  force  is 
also  employed  in  the  form  of  a  dictatorial  government,  to  establish 
the  required  reforms,  that  is  to  say,  to  lay  the  foundations  of  the 
new  social,  economic  and  political  structure.  After  every  revolu- 
tion, a  period  of  dictatorial  interregnum  has  always  followed, 
because  revolutionary  dictatorship  means  the  use  of  force  for  recon- 
struction. 

When  the  foundations  of  reconstruction  have  been  laid  down, 
then  it  is  possible  to  return  to  a  legal  regime  no  longer  based  upon 
the  old  legislation  nor  upon  the  obsolete  system,  but  upon  new 
principles  that  become  the  new  legal  system,  that  is  to  say,  the 
new  regime.  The  French  Revolution  has  been  the  most  complete 
example  of  a  revolution,  with  its  frankly  destructive  period,  its 
anarchic  state,  its  revolutionary  government  and  its  new  regime 
upon  which  France  afterwards  developed  and  we  also  can  say  upon 
which  the  rest  of  Europe  has  subsequently  developed. 

The  Mexican  Revolution  was  nothing  more  than  the  insurrec- 
tion of  the  Mexican  people  against  a  very  repressive  and  wealthy 
regime  represented  by  the  government  of  General  Diaz,  and  against 
a  social,  political  and  economic  system  supporting  such  govern- 
ment. This  revolution  had  as  its  prodrome  the  political  insurrec- 
tion of  Madero.  But  Madero  saw  no  more  than  the  political  side 
of  the  Mexican  situation.  He  professed  that  a  change  of  Govern- 
ment was  sufficient  to  bring  about  a  change  in  the  general  condi- 
tions of  the  country.  Madero  compromised  with  the  Diaz  regime, 
acquiesced  in  taking  charge  of  his  Government,  and  ruled  the  coun- 
try with  the  same  laws,  the  same  procedure  and  even  with  the  same 
men  with  whom  General  Diaz  had  ruled.  The  logical  consequence 
was  that  Madero  had  to  fail  because  he  had  not  destroyed  the  old 
nor  attempted  to  build  a  new  regime.  The  assassination  of  Ma- 
dero and  the  dictatorship  of  Huerta  were  mere  attempts  at  reaction 
made  by  the  old  regime  with  its  same  men,  its  same  money  and  its 
same  procedure,  and  an  attempt  to  reestablish  exactly  the  same  old 
conditions  that  existed  during  General  Diaz'  rule. 
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The  Constitutionalist  Revolution  set  forth  from  the  very  begin- 
ning its  line  of  conduct.  The  Flan  of  Guadalupe  issued  by  Mr. 
Carranza  in  March,  1913,  immediately  after  the  assassination  of 
Madero,  is  the  straightest  revolutionary  proclamation  that  could  be 
imagined  to  destroy  an  old  regime.  This  plan  meant  the  absolute 
disavowal  of  the  executive,  legislative  and  judicial  powers  that  had 
existed  up  to  that  time,  and  authorized  the  use  of  force  for  the 
destruction  of  Huerta's  government,  which  was  being  supported  by 
General  Diaz'  army,  by  the  power  of  the  landowner  and  by  the 
moral  influence  of  the  Catholic  clergy. 

A  period  of  bloody  war  followed,  and  when  Huerta  was  finally 
defeated  and  the  chief  of  the  constitutionalist  revolution  reached 
the  City  of  Mexico,  it  was  believed  that  the  destructive  period  of 
the  Mexican  Revolution  was  at  an  end.  But  a  period  of  an  extremely 
chaotic  and  anarchic  character  necessarily  followed.  At  the  end  of 
1914  the  Mexican  situation  was  most  puzzling  and  bewildering,  and 
still  it  was  at  that  very  moment  and  in  the  middle  of  such  an  ex- 
treme  confusion,  that  Don  Venustiano  Carranza,  as  the  chief  of 
the  Constitutionalist  Revolution,  set  forth  the  general  outlines  upon 
which  the  reconstruction  of  Mexico  was  to  be  carried  out. 

These  outlines  are  embodied  in  the  decree  of  December  12, 
1914,  which  I  will  quote  here  as  the  best  interpretation  of  the  basic 
lines  upon  which  the  new  regime  and  the  new  social  system  were  to 
be  found.  The  decree  in  substance  indicates  that  whereas  the  use 
of  force  had  been  required  to  overthrow  the  Huerta  Government  in 
view  of  the  chaotic  conditions  of  the  country,,  it  was  necessary  to 
use  the  same  force  to  continue  the  struggle  until  peace  should  be 
attained,  and  to  reconstruct  the  new  regime. 

The  main  provisions  of  said  decree  read  as  follows: 
Article  1.  The  Plan  of  Guadalupe  of  the  26th  of  March  1913  shall  remain 
in  force  until  the  complete  triumph  of  the  Revolution.  Consequently  Citizen 
Venustiano  Carransa  will  continue  as  First  Chief  of  the  Constitutionalist  Revolu- 
tion and  in  Charge  of  the  Executive  Power  of  the  Nation,  until  such  time  as  the 
enemy  is  vanquished  and  peace  is  restored. 

Art.  2.  The  First  Chief  of  the  Revolution,  in  Charge  of  the  Executive 
Power,  will  issue  and  put  in  force  during  the  struggle  all  such  laws,  regulations 
and  measures  that  may  satisfy  the  economic.  Social  and  political  requirements  of 
the  country,  carrying  out  such  reforms  as  public  opinion  may  require  to  estab- 
lish a  regime  to  guarantee  the  equality  among  all  Mexicans,  to. wit;  Agrarian 
laws  that  may  facilitate  the  creation  of  small  property,  parcelling  the  large 
estates  and  restoring  to  the  villages  the  commons  of  which  they  were  unjustly 


.Google 


The  Mexican  Revolution  15 

dispossessed;  fiscal  laws  tending  to  reach  an  equitable  system  of  taxation  upon 
real  estate;  legislation  to  better  the  condition  of  rural  laborers,  working  men, 
miners  and  in  general  of  all  the  proletariat;  establishment  of  municipal  liberty  as 
a  constitutional  institution;  basis  for  a  new  system  of  organization  of  the  army; 
reform  of  the  electoral  system  to  obtain  actual  suffrage;  organization  of  an  inde- 
pendent judicial  power  both  in  the  Federation  and  the  States;  revision  of  laws 
relating  to  marriage  and  civil  status  of  persons;  regulations  that  will  guarantee 
the  strict  enforcement  of  the  Reform  laws;  revision  of  the  civil,  criminal  and 
commercial  codes;  reformation  of  judicial  proceedings  for  the  purpose  of  obtaining; 
a  rapid  and  efficient  administration  of  justice;  revision  of  laws  relative  to  the 
exploitation  of  mines,  oil,  waters,  forests  and  other  natural  resources  of  the  coun- 
try, in  order  to  destroy  monopolies  created  by  the  old  regime  and  to  avoid  the 
formation  of  new  monopolies  in  the  future;  political  reforms  that  may  guarantee 
the  real  enforcement  of  the  Constitution  of  the  Republic,  and  in  general  of  such 
other  laws  as  may  be  considered  necessary  to  ensure  to  the  inhabitants  of  the 
country  the  real  and  full  enjoyment  of  their  rights  and  equality  before  the  law. 

Aht.  4.  At  the  triumph  of  the  Revolution,  when  the  Supreme  Power  be 
reinstated  in  the  City  of  Mexico  and  after  municipal  elections  take  place  in  most 
of  the  States  of  the  Republic,  the  First  Chief  of  the  Revolution,  in  Charge  of  the 
Executive  Power,  will  call  elections  for  the  Federal  Congress  fixing  the  proclama- 
tion, the  dates  and  conditions  in  which  said  elections  must  take  place. 

Art.  6.  When  the  national  Congress  assembles,  the  First  Chief  of  the 
Revolution  will  report  to  it  concerning  his  stewardship  of  the  power  vested  upon 
him  by  this  decree,  and  he  will  especially  submit  the  reforms  issued  and  put  in 
force  during  the  struggle,  so  that  Congress  may  ratify,  amend  or  supplement 
them,  and  raise  to  the  rank  of  constitutional  provisions  such  laws  as  may  have 
to  take  that  character;  all  before  the  establishment  of  constitutional  order. 

The  reading  of  thisdecree  is  of  the  utmost  importance  to  all  who 
seem  to  be  confused  by  events  developing  in  Mexico  since  the  over- 
throw of  Huerta,  and  to  those  who  see  in  Mexico  only  an  incom- 
prehensible condition  of  anarchy.  It  will  be  of  still  greater  impor- 
tance to  know  that  this  decree  has  been  the  rule  under  which  the 
construction  of  Mexico  is  being  made  by  the  Revolutionary  Gov- 
ernment. 

Students  of  the  Revolution  of  Mexico  from  a  disinterested  and 
scientific  point  of  view,  should  keep  in  -mind,  as  an  outline  for  the 
interpretation  of  the  events  of  the  last  six  years,  the  following 
points,  which  might  be  at  the  same  time  a  sort  of  index  to  the 
chapters  of  an  extended  study  of  the  Mexican  situation. 

I.  Causes  of  the  Mexican  Revolution  as  derived  from  the 
political  and  economic  development  of  the  country  up  to 
the  end  of  the  nineteenth  century. 
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II.  Prodromes  of  the  Mexican  Revolution  until  the  death  of 

Madero. 

III.  Destruction  of  the  political  and  military  powers  of  the  old 
regime,  until  August  1914. 

IV.  Destruction  of  the  economic  power  of  the  old  regime  during 
the  preconstitutional  period  (1915-1916). 

V.  Beginning  of  the  reconstruction. 

Such  has  been  the  development  of  the  Mexican  Revolution, 
and  such  is  the  interpretation  of  past,  present  and  future  occurrences 
in  regard  to  this  revolution.  Such  has  to  be  the  interpretation, 
regardless  of  who  are  the  men  in  the  government. 

If  Carranza  and  the  men  around  him  are  personally  over- 
powered by  the  new  anarchic  period,  and  if  they  have  to  die  or  get 
out,  that  would  not  mean  that  my  conclusions  are  wrong.  It  would 
only  mean  that  a  man  is  not  always  a  span  between  two  regimes. 
There  have  been  cases  in  which  a  revolution  has  been  completed 
during  the  life  of  a  man,  be  he  Cromwell  or  Washington.  At  other 
times  a  long  list  of  heroes  and  martyrs  is  required  to  complete  a 
transformation  of  the  people,  from  Mirabeau  to  Napoleon. 

In  Mexico  we  have  had  three  revolutions.  Our  revolution  of 
independence  in  1810  was  not  carried  out  by  a  single  man.  Hidalgo 
initiated  it  and  died  without  seeing  the  end.  Morelos  continued  it 
and  also  passed  away  before  our  country  was  free.  Guerrero  was 
the  only  one  who  saw  the  consummation  of  our  independence.  In 
1S57  it  took  only  Juarez  to  see  the  beginning  and  the  end  of  the 
reform  revolution.  The  present  revolution  has  already  consumed 
Madero.  If  Carranza  does  not  see  the  end  of  this  movement,  that 
will  not  change  the  development  of  the  revolution.  It  will  only 
mean  that  Carranza  himself  and  the  men  around  him  are  no  more 
than  a  link  in  the  chain  of  men  who  will  sacrifice  their  lives  for  the 
liberty  and  the  welfare  of  the  Mexican  people. 

To  close  my  remarks  I  wish  to  reiterate  my  apologies  to  the 
audience,  and  especially  to  the  members  of  the  American  Academy 
of  Political  and  Social  Science  and  of  the  Pennsylvania  Arbitration 
and  Peace  Society,  for  the  theme  I  have  chosen  for  this  conference. 
I  sincerely  believe  that  the  people  of  this  country  need  to  study  the 
Mexican  Revolution,  not  only  for  the  sake  of  their  interest  toward 
Mexico,  nor  for  their  own  interest  alone  as  our  neighbors,  but  also 
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as  an  example  of  an  economic  and  social  revolution  that  is  taking 
place  in  the  twentieth  century. 

I  wish  a  great  prosperity  and  a  long  peace  to  this  country,  and 
that  the  solution  of  all  its  problems  may  be  made  by  peaceful 
methods.  Nations  nevertheless,  when  they  make  mistakes  in  their 
development,  have  to  experience  a  revolution.  If  such  a  revolution 
can  be  accomplished  without  disturbance  of  peace,  unnecessary 
evils  can  be  avoided  and  all  the  benefit  that  a  revolution  neces- 
sarily brings  about  will  be  reaped. 

Bernard  Shaw  says  that  revolution  is  a  national  institution  in 
England,  because  the  English  people,  through  democratic  proceed- 
ings, can  make  a  revolution  every  seven  years,  if  they  choose  to  do 
so.  The  Anglo  Saxon  referendum  is  no  more  than  a  right  to  peaceful 
revolution.  The  Mexican  people  do  not  enjoy  that  blessing,  and 
have  been  obliged  to  engage  in  a  bloody  and  costly  revolution  to 
attain  their  liberty  and  welfare.    There  is  an  excellent  reason. 

A  revolution  is  not  always  a  source  of  evil  and  tears,  just  as 
fire  does  not  always  produce  devastation.  Unexplored  wildernesses 
of  the  Temperate  Zone  can  be  opened  to  agriculture  by  exploiting  the 
forest  wealth  and  at  the  same  time  preparing  the  soil  for  future 
cultivation.  In  tropical  countries,  however,  the  common  way  of 
opening  fields  to  cultivation  is  to  clear  them  with  a  great  fire  that 
consumes  indeed  much  natural  wealth,  but  which  at  the  same  time 
devours  rapidly  the  jungle  and  by  purifying  and  fertilizing  the  soil, 
saves  a  large  amount  of  work. 
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REVOLUTION 

By  Hon.  Ygnacio  Bonillas, 


From  its  very  inception,  the  spirit  of  reconstruction  along  lines 
of  social,  economic,  political  and  industrial  tendencies  has  been 
manifest  in  the  Mexican  Revolution.  It  has  crystallized  in  deeds 
which  have  produced  a  deep  impression  upon  the  minds  not  only  of 
those  who  have  taken  an  active  part  in  the  movement,  but  also 
of  those  interested  in  preserving  the  old  conditions.  The  character 
and  earnestness  of  the  principal  leaders  of  the  Mexican  Revolution 
proclaimed  to  Huerta,  the  usurper,  and  to  his  associates,  that  the 
struggle,  begun  in  the  northern  states  of  the  Republic,  was  to  be 
waged  to  a  finish,  not  only  to  avenge  a  hideous  crime,  and  to  dispel 
from  the  mind  of  the  civilised  world  the  impression  that  the  people 
of  Mexico  would  submit  tamely  to  such  a  national  affront,  but 
also  that  a  new  order  of  things  might  be  established  embodying 
improvements  in  all  departments  of  the  national  life.  It  was 
annoying  to  Huerta  and  his  followers  that  men  from  the  north, 
whose  records  in  private  and  public  life  were  clean,  and  that  men 
emerging  from  partial  or  complete  obscurity,  should  sever  their  con- 
nections with  homes  and  business;  that  they  should  give  themselves 
up  with  all  their  resources  to  the  vindication  of  the  national  honor 
and  to  the  creation  of  new  institutions  and  a  government  by  the 
people  and  for  the  people. 

Because  of  this  attitude  of  the  Huerta  government,  the  revolu- 
tionists— whether  engaged  in  military  or .  civil  pursuits — were 
often  approached  by  the  partisans  of  the  illegal  government,  with 
tempting  offers  to  discontinue  their  participation  in  the  revolution 
and  to  accept  high  positions  in  civil,  diplomatic,  or  active  military 
service.  The  invariable  reply  was  a  flat  refusal  accompanied  by 
patriotic  declarations  of  unswerving  fidelity  to  the  high  ideals  pro- 
claimed by  the  revolution.  Such  an  attitude  from  resolute  men, 
in  the  very  capital  and  from  all  quarters  of  the  Republic,  could 
[18] 
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only  forebode  ill  to  the  usurper  and  to  the  privileged  classes  who 
supported  him.  The  downfall  of  the  government  which  had  been 
born  of  treason  and  murder  was  accomplished  by  the  victorious 
army  headed  by  its  first  chief  Venustiano  Carranza.  As  Constitu- 
tional Governor  of  the  State  of  Coahuila  at  the  time  of  the  coup 
d'6tat,  he  had  never  hesitated  a  moment  to  disavow  the  military 
government  of  Huerta.  He  did  it  also  in  spite  of  the  appalling  odds 
against  him  and  the  small  group  of  patriots  who  took  up  arms  with 
him.  They  firmly  resolved  to  blot  out  the  shame  cast  upon  the 
national  honor  and  to  restore  to  the  country  the  constitutional 
government  which  had  perished  with  the  tragical  demise  of  its 
lawful  representatives — Madero  and  Pino  Suarez.  It  took  seven- 
teen months — from  March,  1913  to  August  of  the  following  year — 
to  accomplish  this.  The  enemy  was  vanquished  in  numerous 
encounters  and  the  City  of  Mexico,  the  capital  of  the  Republic, 
was  finally  occupied. 

It  is  needless  to  mention  the  terrible  sacrifices  incurred  in  at- 
taining the  triumph.  Historical  precedents  show  distinctly  that  no 
important  achievements  in  the  life  of  a  nation  are  accomplished 
without  sacrifices,  and  we  hold  that,  in  the  vindication  of  our 
national  honor,  no  sacrifice  could  be  too  great. 

It  may  be  supposed  by  those  who  are  unacquainted  with  Mexi- 
can political,  social  and  economic  conditions,  that  the  original  pur- 
pose of  the  revolution,  having  been  accomplished  by  violent  and 
destructive  means,  further  conquest  and  the  attainment  of  the 
national  wellfare,  might  be  left  to  the  slow  processes  of  evolution. 
To  the  leaders  of  the  revolution,  however,  and  to  all  other  sound 
thinking  people  in  Mexico,  the  opportune  moment  had  arrived  for 
carrying  out  political,  social  and  economic  reforms,  deemed  indis- 
pensable for  the  re  establishment  of  a  government  founded  upon 
principles  of  right  and  justice  to  all. 

Furthermore,  the  triumph  of  the  revolution  was  a  triumph  of 
the  people,  of  the  down-trodden  and  oppressed,  over  a  corrupt 
aristocracy  and  more  corrupt  clergy.  Since  Colonial  times  and 
almost  without  interruption  these  privileged  classes  have  held  the 
reins  of  government  and  complete  despotic  sway  over  the  country  £*,-  ' 
and  its  destinies.  They  have  governed  it  for  their  own  selfish 
aggrandizement  and  to  the  detriment,  in  all  respects,  of  the  other 
classes  who  constitute  the  great  majority  of  the  people.     The  suc- 
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cess  of  the  revolution  had  been  comparatively  easy  and  the  resources 
of  the  privileged  classes  at  home  and  abroad,  remained  practically 
intact.  Large  numbers  of  officers,  civil  and  military,  of  the  old 
regime,  who  had  been  generously  amnestied,  remained  within  the 
confines  of  the  country  and  many  more  such  were  enjoying  the 
spoils  of  their  rapacity  in  foreign  lands. 

It  could  hardly  be  expected  that  such  elements,  so  thoroughly 
accustomed  to  rule  the  country  in  an  absolute  manner,  would  as- 
sume a  mild  attitude  without  a  further  struggle.  While  the  armies 
of  the  old  regime  were  being  vanquished,  they  practiced  their  old 
tactics  of  creating  dissension  among  the  victors.  The  insubordina- 
tion of  the  Division  of  the  North  and  the  unpatriotic  action  of  the 
Aguascalientes  convention  was  due  to  the  efforts  of  these  reaction- 
aries to  regain  power. 

In  this  second  epoch  of  the  Constitutionalist  Revolution  the 
struggle  was  more  intense  and  the  number  of  participants  was  greater 
than  in  any  previous  war  in  the  history  of  the  country.  There  was 
a  time  during  the  armed  conflict  when  all  except  honor  seemed  to  be 
lost  for  the  cause  of  legality,  personified  by  the  First  Chief  Carranza 
and  by  the  group  of  loyal  citizens  who  derived  from  him  a  constant 
inspiration  to  perform  acts  of  chivalry  and  valor,  and  to  persist 
undismayed  until  final  success  was  attained.  Victory  was  achieved 
by  the  indomitable  army  under  the  leadership  of  General  Obregon 
upon  the  battlefields  of  Celaya,  Leon,  Trinidad,  Aguascalientes  and 
many  others  where  the  armies  of  the  reactionaries  were  completely 
and  ignominiously  defeated  and  dispersed. 

It  might  be  supposed  that  during  the  armed  conflict  in  these 
two  epochs  attention  had  been  given  to  nothing  but  the  vanquish- 
ment  of  the  enemy,  and  that  nothing  but  a  destructive  campaign 
was  the  rule.  Such  was  not  the  case.  All  departments  of  the  gov- 
ernment were  organized  and  much  reconstructive  work  was  ac- 
complished, although  under  most  adverse  circumstances.  Where- 
ever  the  Constitutionalist  arms  obtained  control  the  organization  of 
temporary  municipal  and  state  governments  followed,  and  the  work 
of  pacification,  and  the  betterment  of  conditions  for  the  ameliora- 
tion of  the  people  ensued. 

The  most  earnest  endeavors  have  been  and  are  being  made  by 
the  government  of  the  Revolution  to  restore  order  at  the  earliest 
possible  moment.    To  that  end,  municipal  elections  have  been  held 
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throughout  the  country  and  the  officials  elected  in  their  respective 
localities  took  their  oath  of  office  and  entered  upon  the  discharge 
of  their  duties  on  the  16th  of  last  September,  the  anniversary  of 
Mexican  independence. 

Another  general  election  of  great  significance  was  held  through- 
out the  country  last  month.  Delegates  were  chosen  to  a  constitu- 
tional convention  which  is  to  meet  at  Queretaro  on  the  20th  of 
this  month,  for  the  purpose  of  revising  the  federal  constitution  and  to 
pass  upon  such  decrees  of  the  First  Chieftaincy  as  are  in  the  nature 
of  Constitutional  amendments.  The  convention  will  be  in  session 
for  two  months  and  during  its  deliberations  will  set  the  time  for  the 
next  presidential  election.  This  is  an  event  to  which  the  country 
looks  forward  with  intense  interest,  as  it  hopes  that  with  the  return 
to  Constitutional  order,  Mexico  will  take  her  place  among  the  fam- 
ily of  nations  under  a  government  of  the  people,  by  the  people  and 
for  the  people. 


,y  Google 


THE    SANITARY    AND    EDUCATIONAL    PROBLEMS    OF 
MEXICO 

By  Hon.  Alberto  J.  Pani, 


During  the  most  acute  and  violent  period  of  an  armed  revolution 
— a  veritable  chaos  in  which  it  would  seem  that  the  people  after 
destroying  everything  try  to  commit  suicide  in  a  body — the  news 
of  isolated  cases,  however  horrible,  makes  but  little  impression.  As 
the  struggle  gains  form  by  the  grouping  of  men  around  the  various . 
nuclei  which  represent  the  different  antagonistic  principles,  in- 
dividuals grow  in  importance  until  the  nucleus  which  best  inter- 
prets the  ambitions  and  wants  of  the  people  acquires  absolute  as- 
cendancy. Henceforward  this  group  is  unreasonably  expected  to 
fulfil  strictly  all  the  obligations  usually  incumbent  upon  a  govern- 
ment duly  constituted.  The  sensation  then  provoked  by  the  news  of 
isolated  cases  of  individual  misfortune,  because  of  their  very  rarity, 
causes  greater  consternation. 

This  is  precisely  what  is  occurring  with  the  present  Mexican 
government.  Select  any  two  dates  from  the  beginning  of  its  organ- 
ization. Compare  dispassionately  the  relative  conditions  of  na- 
tional life  on  each,  and  one  must  admit  that  the  country  is  rapidly 
returning  to  normal  political  and  social  conditions.  It  is  also  un- 
deniable that  the  temporary  interruption  of  a  line  of  communica- 
tion, or  the  attack  on  a  train  or  village  by  rebels  or  outlaws,  now 
causes  an  exaggerated  impression.  People  forget  that  not  so  long 
ago,  the  greater  part  of  the  railway  lines,  or  even  of  the  cities  of  the 
Republic  were  in  the  hands  of  these  rebels  or  outlaws,  and  that  in 
the  very  territory  now  dominated  by  the  constitutionalist  govern- 
ment, trains  and  towns  were  but  too  frequently  assaulted. 

It  is  unreasonable  to  try  to  make  the  present  government 
responsible  for  the  transgressions  of  its  predecessors.  The  revolu- 
tion itself  is  a  natural  consequence  of  these  faults.  Former  govern- 
ments who  knew  not  how  to  prevent  the  revolution,  are  responsible 
for  the  evils  which  may  have  come  in  its  train,  and  should  the  nation 
(22] 
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be  saved,  as  it  shall  be,  it  will  be  due  solely  to  the  citizens  who  have 
been  willing  to  sacrifice  themselves.  Only  through  auch  personal 
sacrifices  as  these  is  it  possible  to  construct  a  true  fatherland. 

The  enemies  of  the  new  regime — irreconcilable  because  they 
will  not  accept  the  sacrifices  imposed — are  now  burning  their  last 
cartridges,  making  the  constitutionalist  government  responsible 
for  many  of  the  calamities  which  caused  the  revolution,  and  which 
the  government,  impelled  by  the  generous  impulse  which  generated 
it,  purposes  to  remedy.  Thus  do  we  explain  the  protests  of  the 
discontented,  and  the  monstrosity  that  these  protests  are  even  - 
more  energetic  and  loud  when  they  defend  money  than  when  they 
defend  life  itself. 

The  theme  of  this  night's  address  refers  to  one  of  these  calami- 
ties, a  shameful  legacy  of  the  past.  Inimical  interests  are  trying 
to  attack  the  constitutionalist  government  on  this  score,  though  it 
is  the  first  government  in  Mexico  which  has  tried  to  remedy  this 
evil.  Having  been  appointed  by  the  first  chief  in  charge  of  the  ex- 
ecutive power  of  Mexico,  Mr.  Carranza,  to  make  a  study  of  the 
problem,  I  would  have  only  to  summarize  or  to  copy,  in  order  to 
develop  such  theme,  some  fragments  of  the  resulting  report. 

One  of  the  most  imperative  obligations  that  civilization  imposes  upon  the 
State  is  to  duly  protect  human  life,  to  permit  the  growth  of  society.  It  becomes 
necessary  to  make  known  the  precepts  of  private  hygiene  and  to  put  them  in 
practice,  and  to  enforce  the  precepts  of  public  hygiene.  For  the  first,  there  is  the 
school  as  an  excellent  organ  of  propaganda.  For  the  second,  with  more  direct 
bearing  on  healthfulness,  there  are  principally  special  establishments  to  heal,  to 
disinfect,  to  take  prophylactic  measures.  Then  there  are  engineering  works, 
laws  and  regulations  to  put  in  force  by  a  technical  personnel,  or  by  an  administra- 
tive or  police  corps.  It  may  therefore  be  said  without  exaggeration,  that  there  it  a 
necessary  relation  of  direct  proportion  between  the  sum  of  civilization  acquired  by  a 
country,  and  the  degree  of  perfection  attained  by  its  sanitary  organization. 

The  activities,  in  this  respect,  of  General  Diaz'  government, 
during  the  thirty  odd  years  of  enforced  peace  and  of  apparent  ma- 
terial well-being,  were  devoted  almost  exclusively  to  works  to  gratify 
the  love  of  ostentation  or  peculation.  Seldom  were  they  devoted 
to  the  true  needs  of  the  country.  There  were  erected  magnificent 
buildings.  To  build  the  national  theatre  and  capitol,  both  un- 
finished, it  was  planned  to  spend  sixty  millions  of  pesos.  When  it 
was  a  case  of  executing  works  of  public  utility,  their  construction 
was  made  subservient  to  the  illicit  ends  pointed  out.     Thus,  for 
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example,  the  works  of  city  improvement,  never  finished,  not  even 
in  the  capital,  in  spite  of  the  conditions  of  notorious  unhealthfulness 
in  some  important  towns,  were  always  begun  with  elegant  and  costly 
asphalt  pavements,  which  it  became  necessary  to  destroy  and  re- 
place, whenever  a  water  or  drainage  pipe  had  to  be  laid.  The  work 
of  education  undertaken  by  the  government  was  chiefly  dedicated 
to  erecting  costly  buildings  for  schools:  it  is  only  in  this  way,  there- 
fore, that  we  can  realize  that  the  proportion  of  persons  knowing  how 
to  read  and  write  is  barely  30  per  cent  of  the  total  population  in  the 
Republic. 

The  net  result  of  what  was  done  in  these  respects  during  the 
long  administration  of  General  Diaz  could  not  be  more  disastrous. 
If  we  take  the  average  mortality  for  the  nine  years  from  1904  to 
1912,  the  heyday  of  that  administration,  we  find  that  in  Mexico 
City,  where  the  greatest  sum  of  culture  and  material  progress  is  to 
to  be  found,  there  is  a  rate  of  mortality  of  JjXJ&  deaths  for  each  one 
thousand  inhabitants.    That  is  to  say: 

I.  /(  is  nearly  three  times  that  prevailing  in  American  cities  of 
similar  density  {16.1) ; 

II.  Nearly  two  and  one-half  times  larger  than  the  average  co- 
efficient of  mortality  of  comparable  European  cities  (17.68)  and 

III.  Greater  than  the  coefficient  of  mortality  of  the  Asiatic  and 
African  cities  of  Madras  and  Cairo  (39.51  and  40.16  respectively) 
in  spite  of  the  fact  that  in  the  former,  cholera  morbus  it  endemic. 

During  the  same  period  the  annual  average  of  deaths  in  the 
City  of  Mexico  was  more  than  11,500.  These  deaths  were  due  to 
diseases  that  are  avoidable  if  proper  care  of  private  and  public 
health  be  observed  and  constitute  an  arraignment  against  the  admin- 
istration of  General  Diaz.  As  the  deaths  occasioned  by  the  Revo- 
lution during  the  six  years  surely  do  not  reach  70,000,  we  find  that 
the  government  of  General  Diaz — so  greatly  eulogized — in  the  midst 
of  peace  and  prosperity,  did  not  kill  fewer  people  than  a  formidable 
Revolution  which  set  afire  the  whole  Republic,  and  horrified  the 
entire  world. 

But  the  truth  is  that  General  Diaz'  government  did  not  recog- 
nize the  formula  of  integral  progress — the  only  one  which  truly 
ennobles  humanity — but  wasted  its  energies  in  showy  manifesta- 
tions of  a  progress  purely  material  and  fictitious,  with  the  inevitable 
train  of  vice  and  corruption.    The  ostentatious  pageant — the  most 
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shameless  lie  with  which  it  has  ever  been  attempted  to  deceive  the 
world — which  celebrated  the  anniversary  of  national  independence, 
took  place  only  a  few  weeks  prior  to  the  popular  revolution  of  1910, 
before  whose  onrush  the  government  fell  like  a  house  of  cards. 

Let  us  now  turn  to  the  constitutionalist  government.  On  its 
banner  it  has  written  its  resolve  to  better  the  condition  of  the  life  of 
the  people,  socially  and  individually,  and  its  sincerity  and  energy 
may  be  seen  not  only  in  its  words  but  in  its  deeds. 

The  constitutionalist  government  remained  at  Vera  Cruz  at  the 
close  of  1914  and  at  the  beginning  and  middle  of  1915,  while  its 
army  reconquered  the  territory  of  the  Republic,  which  had  been  al- 
most wholly  in  the  hands  of  the  enemy.  In  spite  of  being  engaged 
in  the  most  active  campaign  in  the  annals  of  Mexican  history,  this 
government  still  found  time  to  take  up  the  efficient  political  and  ad- 
ministrative reorganisation  of  the  country. 

Whoever  may  know  something  of  our  history,  and  may  view  with  impar- 
tiality the  long  and  complicated  process  of  formation  of  our  nationality,  from  the 
pre-Cortes  period — through  the  troublous  time  of  the  Conquest,  the  colonial 
days  under  the  viceroys,  the  wars  of  Independence,  the  convulsions  only  calmed 
by  the  iron  hand  of  Diaz,  through  nearly  a  century  of  autonomous  existence — until 
our  own  time— will  be  bound  to  discover  in  the  salient  manifestations  of  the  life  of 
our  national  organism,  the  unequivocal  symptoms  and  stigmata  of  a  serious 
pathological  state,  brought  about  by  two  principal  agents :  the  loathsome  corruption 
of  the  upper  daises,  and  the  inoonseience  and  wrelchedneet  of  the  lower. 

The  iniquitous  means  used  by  Don  Porfirio  Diss  to  impose  peace  during  more 
than  thirty  years,  not  only  annulled  all  efforts  tending  to  remedy  the  evils  dis- 
cussed, but  rather  determined  their  greater  intensity.  As  a  matter  of  fact,  it 
satisfied  the  omnivorous  appetites  of  his  friends  and  satellites;  it  crushed  and 
caused  the  criminal  disappearance  of  whoever  failed  to  render  tribute  or  bow  to 
his  will;  it  fostered  cowards  and  sycophants,  repressing  systematically  and  with 
an  iron  hand,  every  impulse  of  manliness  and  truth.  It  placed  the  administra- 
tion of  justice  at  the  unconditional  disposal  of  the  rich,  paying  not  the  slightest 
heed  to  the  lamentations  of  the  poor.  In  a  word,  it  increased  the  immorality 
and  corruption  of  the  small  and  privileged  ruling  class  and  increased  in  conse- 
quence the  sufferings  of  the  immense  majority,  grovelling  in  ignorance  and  hunger. 
Therefore,  the  thirty  or  more  years  of  prntorian  peace  but  served  to  deepen  still 
further  the  secular  chasm  of  hatred  and  rancor  separating  the  two  classes  men- 
tioned, and  to  provoke  necessarily  and  fatally  the  social  convulsion,  begun  in  1910, 
which  has  shaken  the  whole  country. 

The  three  aspects  of  the  problem  which  I  have  presented— the  economic, 
intellectual  and  moral — coincide  with  the  purposes  of  education  through  schools,  as 
ideally  dreamed  of  by  thinkers,  that  is  as  "Institutions  whole  object  it  to  guide 
and  control  the  formation  of  habits  to  realize  the  highest  social  good."     But  our  schools, 
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unfortunately,  have  Dot  yet  Acquired  the  necessary  strength  to  assuage  in  an  ap- 
preciable degree,  the  horrible  ambient  immorality,  or  to  counterweigh  its  inevitable 
effects  of  social  dissolution. 

The  true  problem  of  Mexico  consists  therefore  in  hygienizing  the  population 
physically  and  morally,  and  in  endeavoring  to  find  through  all  iimihu  available,  an 
improvement  in  the  precarious  economic  situation  of  our  proletariat. 

■  The  part  of  the  solution  of  the  problem  which  corresponds  to  the  Department 
of  Education  or  to  the  municipalities,  must  be  realised,  by  establishing  and  main- 
taining the  greatest  possible  number  of  school*.  To  do  this  their  cost  must  be  re- 
duced by  means  of  a  rational  simplification  cf  the  organisation  and  of  the  school 
programs.  This  must  be  done  without  losing  sight  of  the  fact  that  its  preferential 
orientations  should  be  marked  by:  (1)  the  essentially  technological  character  of  the 
teaching,  to  cooperate  with  all  the  other  organs  of  the  Government,  in  the  work 
of  economic  improvement  of  the  masses,  and  (2)  the  diffusion  of  the  elemental 
principles  of  hygiene,  as  an  efficient  protection  for  the  race. 

"And  finally,  as  the  medium  constitutes  an  educational  factor  more  powerful 
than  the  schools  themselves,  the  country  must,  before  and  above  all,  organise  its 
public  administration  upon  a  basis  of  absolute  morality." 

Restricting  myself  to  the  purpose  of  this  address,  it  will  in  con- 
clusion suffice  to  say  that  even  when  the  constitutionalist  govern- 
ment ruled  but  an  insignificant  portion  of  the  country  there  were 
sent  to  the  principal  centers  of  culture  of  the  United  States  several 
hundred  teachers  to  investigate  and  secure  data  to  reform  school 
matters  in  Mexico.  This  was  done  at  a  time  when  dollars  were  of 
great  importance  for  the  purchase  of  war  material. 

Subsequently,  in  spite  of  the  countless  obstacles  which  seemed 
to  obstruct  every  step  of  the  government,  the  number  of  schools 
has  been  greatly  increased.  It  is  not  much  greater  than  it  was 
before  the  Revolution  and  in  some  states  the  number  has  been 
doubled.  There  have  been  effected,  besides,  important  works  of 
city  improvement  in  Mexico,  Saltillo,  Queretaro,  Vera  Cruz,  etc., 
and  the  mouth  of  the  Panuco  River  is  about  to  be  dredged.  It  has 
been  specified  in  the  respective  contracts  that  the  soil  taken  out  is 
to  be  used  to  fill  in  the  marshy  zone  around  Tampico,  thus  elimi- 
nating the  chief  cause  of  the  city's  unhealthfulness. 

In  short,  in  order  that  the  government  which  has  arisen  from 
the  constitutionalist  revolution  may  realize  its  program  of  public 
betterment,  which  implies  the  physical  and  moral  hygienizing  of 
Mexico,  it  is  only  necessary  to  give  it  time.  Only  some  magic  art 
could  transform  in  a  moment  a  group  of  human  beings  into  an  angel 
choir,  or  a  piece  of  land  into  a  paradise. 
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THE  MEANING  OP  THE  MEXICAN  REVOLUTION 

By  Hon.  Juan  B.  Rojo, 
CounteUor  of  the  State  Department  of  Mexico  and  Secretary  of  the  Mexican  Section 
of  the  American  and  Mexican  Joint  Commission 

The  Mexican  Revolution  is  a  revolution.  I  use  these  words, 
which  are  not  my  own,  to  emphasize  the  true  character  of  our  strug- 
gle; and  as  I  know  that  in  the  United  States  as  well  as  in  foreign 
lands,  public  opinion  is  at  sea  regarding  us,  due  to  the  efforts  of 
those  who  strive  to  resurrect  obsolete  systems,  I  have  thought  it 
my  duty,  as  a  Mexican  who  loves  his  native  land,  to  try  to  explain, 
however  deficiently,  the  real  motives  of  this  vast  social  movement. 
This  excuses  my  efforts,  such  as  they  are,  before  so  distinguished  a 
gathering,  in  a  language  practically  unknown  to  me. 

The  founts  of  alleged  information  are  responsible  for  the  de- 
rogatory conception  of  Mexico  in  the  minds  of  most  Americans. 
Writers  of  overheated  imagination  depict  Mexico  as  a  land  of  mental 
as  well  as  physical  quakes,  where  everything  is  perpetually  boiling, — 
the  climate,  the  politics,  and  the  passions.  Men  of  business  look 
upon  Mexico  as  an  alluring  field  for  capital,  for  investment  (or 
rather  for  exploitation),  in  the  most  onerous  sense  of  the  word. 
The  reader  in  general,  reflecting  on  the  morning  pabulum  of  his 
favorite  newspaper,  believes  that  the  revolution  is  but  a  kaleido- 
scopic succession  of  battles  and  skirmishes,  with  the  leaders  now  on 
top,  and  now  underneath,  something  like  dogs  and  cats  in  a  barrel. 
Even  the  fair-minded  cannot  know  what  is  going  on  south  of  the 
River  Grande,  as  they  cannot  know  the  truth. 

In  all  social  upheavals  which  have  to  be  decided  on  the  field 
of  battle,  the  far-away  observer  is  apt  to  lose  sight  of  the  motives 
and  purposes,  the  psychological  energy.  He  only  rivets  his  atten- 
tion upon  the  warrior's  bloody  business,  which  is  but  the  exte- 
riorization of  thought's  evolution.  In  all  its  history,  from  the  strug- 
gle for  independence,  Mexico  has  struck  some  notes,  has  cleared 
some  paths,  which  have  awakened  the  interest  of  the  United  States. 

The  struggle  to  throw  off  the  Spanish  yoke,  though  it  did  not 
awake  any  special  interest  in  the  United  States,  did  at  least  elicit 
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its  sympathy.  In  truth  the  subjects  of  mutual  interest  between  the 
budding  North  American  democracy,  and  the  secular  Spanish 
colony  were  few.  Investments  of  American  capital,  and  American 
settlers  were  barely  noticeable.  It  was  after  the  fall  of  Maxi- 
milian's empire,  and  the  triumph  of  the  liberals  in  Mexico  that  re- 
lations really  began.  In  that  critical  period  of  our  history,  when 
Napoleon  III  decided  to  impose  by  force  an  imperial  throne  upon 
free  America,  the  spirit  of  justice  and  foresight  of  the  American 
people  awoke  to  the  danger,  and  the  United  States  helped  us  in  a 
positive  manner  to  regain  our  freedom  and  develop  our  individual- 
ity. Slowly,  capital  and  technical  skill  came  to  work  among  us,  and 
we  received  them  with  open  arms. 

Mexico  is  a  great  field  for  endeavor  and  capital,  and  fortunes 
have  been  made  overnight.  Therein  lay  the  red  flag  of  danger. 
Enormous  regions  on  the  north  were  surrendered  for  a  song  to  would- 
be  colonists  who  were  to  transform  them  into  rose  gardens,  yet  the 
wilderness  still  exists  and  the  rose  gardens  are  not  in  evidence. 
The  Mexican  government's  concessions  were  utilized  to  exploit, 
not  the  land  but  the  concession.  This  benefited  many  but  not  the 
country  itself  which  lost  untold  millions  of  acres  solely  for  the  ad- 
vantage of  speculators,  who  had  no  intention  of  making  needed 
improvements  or  of  creating  anything  except  trouble. 

If  it  was  the  case  of  an  "infant  industry,"  it  was  smothered 
with  privileges  and  franchises  to  such  an  extent  that  if  a  competitor 
tried  later  to  enter  the  field,  it  found  its  efforts  of  no  use  in  view  of 
the  first  one's  monopoly.  It  was  simply  that  the  first  got  all,  and 
the  others  found  the  field  closed.  It  would  be  out  of  place  to 
cite  examples  in  these  cursory  remarks,  but  there  were  many 
companies  with  no  competition  to  face  who  dreamed  only  of  their 
privileges.  They  did  nothing,  and  prevented  others  from  doing 
anything.  I  must  say  that  free  competition  appeals  much  more  to 
me.  In  struggles  of  all  kinds,  biological,  social,  and  economic,  the 
triumph  goes  to  the  fittest.  I  cannot  believe  that  individuals,  or 
industries,  really  require  the  state's  crutch  in  order  to  progress. 

The  Mexican  revolution  understands  the  need  of  developing 
the  country;  that  progress  depends  on  work.  It  wishes  to  unshackle 
opportunity,  and  open  the  doors  to  those  who  wish  to  work  and  to 
get  an  adequate  return  for  their  efforts.  Instead  of  accumulating 
all  of  the  wealth  in  the  grip  of  a  handful  who  adopted  a  dog-in-the- 
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manger  policy  towards  development,  the  revolution  wishes  to  help 
the  average  man  and  to  destroy  the  treadmill  of  hateful  privilege. 

Finally,  the  revolution  has  been  called  inimical  to  foreigners, 
and  it  is  alleged  that  it  denies  them  their  rights.  This  is  a  phe- 
nomenon like  those  Spencer  called  "errors  of  social  perspective." 
For  a  long  time  written  law  existed  in  Mexico  merely  as  a  matter 
of  form  and  only  in  books.  Its  guarantees  and  its  sanctions  were 
never  applied  for  the  benefit  of  the  common  people.  Only  foreign- 
ers, and  especially  those  of  such  high  position  that  they  could  bring 
their  influence  to  bear  upon  their  diplomatic  representatives, 
could  secure  the  application  of  the  law  through  diplomatic  channels, 
provided  such  law  was  favorable  to  them.  A  rigorous  law  was 
always  applied  against  the  Mexican. 

From  all  this  there  resulted  the  fact  that  thus  the  foreigner  was 
aided  and  the  Mexican  was  at  a  serious  disadvantage  in  the  enjoy- 
ment of  rights  and  in  the  protection  of  the  laws.  It  is  now  the  pur- 
pose of  the  revolution  that  all  may  equally  enjoy  such  benefits. 
The  revolution  withdraws  nothing  from  the  foreigners  that  they  had 
before,  but  it  grants  to  Mexicans  what  was  denied  to  them.  Hence 
the  astonishment  that  for  the  first  time  in  the  history  of  Mexico 
the  equality  of  all  before  the  law  is  sought. 

I  wish  to  make  this  point  clear.  Our  purpose  is  not  to  lower 
the  status  of  the  foreigners.  We  desire  that  they  come  and  work 
among  us,  and  contribute  to  the  nation's  development  through 
their  capital  and  labor  and  skill.  But  we  also  wish  that  the  Mexi- 
can too  may  know  that  in  his  own  country  he  will  receive  similar 
justice. 

If  my  labored  words  have  not  been  well  understood,  they  may 
yet  cast  some  light  upon  the  points  which  I  wish  to  make  clear. 
If  I  have  secured  this  result  I  shall  consider  myself  happy.  I  beg 
this  distinguished  gathering  to  excuse  my  many  deficiencies  in  the 
use  of  a  language  that  is  not  my  own. 
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Permit  me,  in  the  first  place,  to  Bay  to  the  members  of  the 
American  and  Mexican  Joint  Commission,  how  deeply  we  appre- 
ciate the  privilege  of  welcoming  you  to  this  special  session,  which  is 
being  held  in  your  honor.  We  all  have  the  feeling  that  in  the  con- 
duct of  her  international  relations  the  United  States  must  stand  for 
new  and  higher  standards  of  international  dealing.  Jealousy  and 
distrust  must  give  way  to  frankness,  helpfulness  and  cooperation. 
If  there  is  any  one  mission  which  the  privileged  position  of  the 
United  States  calls  upon  her  to  perform  it  is  to  sound  a  new  note  in 
international  intercourse.  It  is  because  the  work  of  this  Commis- 
sion is  the  expression  of  these  higher  standards  that  we  deem  it  a  priv- 
ilege to  do  honor  to  the  men  who  are  conducting  these  negotiations. 
We  realize  that  the  situation  bristles  with  difficulties;  that  the 
problems  involved  are  delicate  and  undoubtedly  at  times  baffling, 
but  it  is  no  less  true  that  it  is  only  through  such  negotiations  that 
a  permanent  and  effective  settlement  can  be  reached;  a  settlement 
not  only  in  harmony  with  the  dignity  of  both  countries,  but  one 
calculated  to  allay  animosities,  promote  mutual  confidence  and  es- 
tablish a  relationship  which  will  contribute  to  the  peace  and  pros- 
perity of  both  nations. 

We  desire  to  avail  ourselves  of  your  presence  to  give  you  a 
message  which  we  hope  you  will  carry  with  you  to  your  people. 
We  earnestly  hope  that  the  mission  which  has  brought  you 
to  this  country  will  be  entirely  successful;  that  the  difficult  and 
delicate  problems  pending  between  the  United  States  and  Mexico 
will  be  solved  to  the  satisfaction  of  both  countries.  We  hope, 
furthermore,  that  your  domestic  problems  will  be  solved  in  a  man- 
ner no  less  satisfactory.  The  people  of  the  United  States  desire  to 
see  a  Mexico  prosperous,  progressive,  independent  and  sovereign. 
We  desire  this  both  for  your  Bake  and  for  our  own.  Our  welfare, 
our  peace  of  mind,  depend  in  large  measure  on  the  establishment  of 
cordial  relations  with  our  neighbors.  You  carry  with  you,  therefore, 
the  earnest  hope  of  these  two  associations  for  the  peace  and  pros- 
perity of  your  country.  You  may  rest  assured  that  every  effort 
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in  Mexico  to  improve  the  condition  of  the  masses  of  her  people  will 
find  a  responsive  echo  in  the  United  States.  In  this  work  you  have 
not  only  our  good  wishes,  but  the  assurance  that  if  we  can  in 
any  way  be  helpful  in  the  furtherance  of  this  great  plan  we  will 
deem  it  a  privilege  to  cooperate.  The  vast  educational  agencies 
of  this  country  are  at  your  service  in  the  solution  of  your  educational 
problems;  the  public  health  agencies  of  the  United  States  are  ready 
to  assist  in  the  solution  of  the  sanitary  problems.  It  is  our  earnest 
hope  that  through  a  policy  of  frank  and  cordial  cooperation  there 
will  be  established  in  the  relations  between  Mexico  and  the  United 
States  a  new  standard  of  international  helpfulness  and  solidarity. 
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INCOME  POLICIES 

By  Waiter  LbMab  Talbot, 

President,  The  Fidelity  Mutual  Life  Insurance  Company. 

All  life  insurance  is  a  provision  for  the  future.  For  many  years 
it  was  the  provision  of  a  definite  sum  of  money  to  be  paid  in  full  to 
the  beneficiary  at  the  death  of  the  insured.  Income  insurance  looks 
a  little  farther  into  the  future;  it  safeguards  the  proceeds  of  the  pol- 
icy by  making  definite  provision  for  their  distribution  over  a  period 
of  years.  This  form  of  insurance  is  one  of  the  moTe  recent  develop- 
ments of  the  life  insurance  idea  and  it  stands  out  as  a  milestone  in 
our  economic  progress.  Before  the  coming  of  income  policies,  when 
a  man  insured  his  life  under  one  of  the  usual  forms  of  life  policies,  he 

•  was  looking  ahead  to  the  day  when  death  would  deprive  his  wife  or 
other  dependents  not  only  of  his  presence  and  companionship,  but 
also  of  his  income,  and  he  visualized  the  payment  by  the  insurance 
company  of  a  stated  sum  of  money  which  would,  in  part  at  least, 
compensate  his  dependents  for  the  loss  sustained.  In  the  light  of 
this  later  development  of  income  insurance,  the  man  insuring  today 

.  has  a  clearer  vision  of  the  future.  He  can  see  well  beyond  the  time 
of  his  own  death;  he  can  reach  out  into  the  after  years,  by  means  of 
an  income  policy,  and  can  thus  assume  the  burden  of  a  proper  dis- 
tribution of  the  proceeds  of  his  life  insurance  instead  of  placing  this 
burden  upon  his  dependents.  He  can  also  insure  such  a  proper  dis- 
tribution to  his  own  declining  years. 

Everyone  who  knows  anything  at  all  of  life  insurance  has  heard 
of  at  least  three  of  the  plans  upon  which  it  is  written,  namely,  ordi- 
nary life,  limited  payment  life  and  endowment.  The  first  plan  pro- 
vides for  the  payment  of  a  stipulated  level  premium  during  the 
entire  lifetime  of  the  insured ;  the  second  plan  provides  for  the  pay- 
ment of  a  stipulated  level  premium  for  a  limited  number  of  years. 
Both  plana  give  insurance  for  life,  under  promises  to  pay  the  amount 
of  the  insurance  to  the  beneficiary  upon  the  death  of  the  insured. 
The  third,  or  endowment  plan,  like  the  limited  payment  plan,  con- 
templates the  payment  of  premiums  for  a  specified  number  of  years 
only,  but  unlike  either,  the  insurance  is  effected  under  promises  to 
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pay  the  amount  thereof  upon  the  insured's  attaining  a  certain  age, 
or  at  death  prior  thereto. 

Until  within  recent  years  the  proceeds  of  these  and  other  forms 
of  policies  were  paid  to  beneficiaries  in  a  lump  sum.  Latterly  it  has 
become  much  the  vogue  to  disburse  the  proceeds  in  instalments,  and 
therein  lies  the  origin  of  the  income  policy.  It  will  be  seen,  there- 
fore, that  the  income  policy  is  not  a  new  plan  of  insurance,  but 
simply  contains  a  device  or  method,  grafted  on  to  the  older  plans, 
for  leaving  the  proceeds  of  the  policy  with  the  insuring  company,  to 
be  paid  in  instalments;  and  it  may  be  written  on  the  ordinary  life, 
limited  payment,  endowment,  and  even  on  the  term  plan. 

Income  policies  are  divided  into  two  great  classes — those  which 
provide  income  for  beneficiaries  and  those  which  provide  income  for 
insurants  themselves.  The  first  is  constructed  by  incorporating  the 
income  feature  in  ordinary  life  and  limited  payment  life  plans;  the 
second  is  constructed  by  applying  the  same  method  to  endowment 
plans  or  by  the  Incorporation  of  disability  benefit  provisions  in  any 
of  these  plans.  A  treatment  of  the  idea  as  a  whole  entails  the  con- 
sideration of  the  various  types  of  income  provided,  and  the  applica- 
tion of  these  types  to  each  of  the  forms  of  insurance  to  which  they 
have  been  adapted. 

Types  of  Income 

"Income"  is  rather  a  broad  term.  In  its  general  application 
it  may  cover  revenues  arising  from  many  sources.  In  its  applica- 
tion to  the  subject  in  hand  it  deals  specifically  with  certain  types  of 
instalments  and  annuities,  hence  it  is  desirable  that  our  terminology 
be  made  clear. 

Instalments.  The  term  "instalments"  when  used  in  connec- 
tion with  an  insurance  policy  refers  to  sums  of  money  payable  at 
stated  times  for  a  definite  period.  We  thus  have  policies  payable 
in  ten,  fifteen,  twenty  or  more  annual  instalments  certain;  and  in 
such  case  the  instalments  are  payable  during  the  fixed  period 
whether  the  person  to  whom  they  are  payable  lives  out  that  period 
or  not.  If  the  person  to  whom  such  instalments  are  payable  dies 
before  the  end  of  the  period,  the  remaining  instalments  can  be  made 
payable  to  the  estate,  or  the  commuted  value  of  the  same  can  be  paid. 

Life  Annuities.  A  life  annuity  is  an  amount  payable  each  year 
to  an  individual,  dependent  upon  the  continuance  of  the  life  of  that 
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individual.  A  deferred  annuity  ia,  as  its  name  implies,  one  in  which 
the  payments  to  the  annuitant  begin  at  some  time  in  the  future. 

Continuous  Instalments.  The  term  "continuous  instalment" 
is  one  that  is  used  quite  commonly  in  connection  with  income  poli- 
cies. This  is  a  plan  of  settlement  which  combines  with  the  pro- 
vision for  instalments  certain  a  deferred  annuity  of  equal  amount  to 
begin  on  completion  of  the  instalments  certain  and  to  be  paid  as  long 
as  the  beneficiary  shall  survive  thereafter. 

Thus  it  will  be  seen  that  the  term  "  Income  Policies  "  as  applied 
to  the  ordinary  forms  of  whole  life  insurance  is  a  very  flexible  term 
and,  as  I  shall  develop  it  later,  stretches  still  further  than  this  in  its 
application  to  an  income  for  the  insured  himself  under  endowment 
policies  and  under  disability  provisions. 

Income  to  the  Beneficiary 

Instalments  Certain.  As  has  been  pointed  out,  instalments  cer- 
tain may  be  arranged  for  various  periods  of  years:  five,  ten,  fifteen, 
twenty,  twenty-five  or  thirty.  Twenty  years  is  the  period  most 
commonly  used.  A  settlement  by  instalments  certain  deals  with 
definitely  established  facts;  it  is  not  dependent  upon  a  life  contin- 
gency except  as  to  the  time  of  payment  of  the  first  instalment,  and 
this  contingency,  while  it  enters  into  a  consideration  of  the  premium 
to  be  charged,  has  no  bearing  whatever  upon  the  amount  or  number 
of  the  instalments  to  be  paid. 

There  are  two  distinct  forms  to  be  kept  in  mind.  The  one,  for 
illustration,  provides  $10,000  of  insurance  which,  upon  the  death  of 
the  insured,  shall  be  paid  to  the  beneficiary  in  twenty  annual  instal- 
ments. In  this  case  at  time  of  settlement  the  company  has  in  hand 
$10,000  with  which,  at  an  assumed  interest  rate  of  3J  per  cent,  it  can 
guarantee  twenty  annual  instalments  of  S679.80.  The  other  form, 
instead  of  increasing  the  instalments  by  interest  accretions,  ap- 
proaches from  another  angle,  by  discounting  the  interest  earnings. 
This  form,  in  contrast  with  the  example  I  have  just  cited,  provides 
twenty  annual  instalments  of  the  fixed  amount  of  S500.  The  ulti- 
mate amount  payable  to  the  beneficiary  in  this  case,  it  will  be  seen, 
is  $10,000,  but  the  actual  amount  which  the  company  must  have  on 
hand  at  the  death  of  the  insured  is  not  110,000  but  its  discounted 
equivalent.  At  an  assumed  interest  rate  of  3£  per  cent  this  actual 
amount  would  be  $7,354.90.    In  the  first  case  the  company  charges 


,y  Google 


4  The  Annals  of  the  American  Academy 

premiums  upon  an  insurance  of  $10,000;  in  the  second,  it  charges 
premiums  only  upon  the  actual  amount  of  insurance  involved,  or 
$7,354.90.  Either  of  these  forms  could  be  called  a  $10,000  policy, 
but  they  represent  two  distinct  values:  one  an  immediate  $10,000 
the  other  an  ultimate  $10,000.  The  fact  that  these  things  are  so 
similar  in  name  and  yet  so  HJHsimitor  in  value  unfortunately  has  led 
at  times  to  unscrupulous  misrepresentation.  Applicants,  in  cases 
of  competition,  have  been  led  to  believe  they  were  getting  the  full 
amount  of  insurance  at  a  lower  rate.  As  a  measure  of  protection 
several  state  legislatures  have  required  that  contracts  payable  in 
instalments  must  show  prominently  the  commuted  value  or  cash 
equivalent  of  such  instalments. 

Continuous  Instalments.  The  instalments  certain  policy,  as  I 
have  shown,  converts  capital  into  income;  this  income  continues 
only  for  a  stated  number  of  years,  twenty  years  being  the  usual 
period.  But  the  beneficiary  may  live  longer.  Having  been  accus- 
tomed to  a  fixed  income,  what  will  the  situation  be  when  that  in- 
come ceases?  To  answer  this  question  the  late  Emory  McClin- 
tock,  for  many  years  the  well  known  actuary  of  one  of  the  prominent 
New  York  companies,  devised  the  continuous  instalment  feature. 
The  first  policy  of  this  kind,  according  to  the  best  available  informa- 
tion, was  issued  on  February  1,1893. 

The  provision  of  instalments  certain  is  a  relatively  simple 
matter.  It  does  not  make  any  difference  whether  the  beneficiary 
is  five  years  of  age  or  fifty  years  of  age,  the  premium  rate  is  the  same. 
But  the  assumption  of  an  obligation  to  pay  twenty  annual  instal- 
ments certain,  and  to  continue  to  pay  the  same  amount  annually 
thereafter  so  long  as  the  beneficiary  lives,  immediately  involves  a 
new  and  very  important  fact,  the  age  of  the  beneficiary;  for  it  be- 
comes necessary  in  this  case  to  combine  with  the  instalments  certain 
a  deferred  annuity  to  the  beneficiary  of  the  same  amount,  to  begin 
twenty  years  after  the  death  of  the  insured. 

Under  this  form  of  settlement  the  company  stands  obligated  to 
pay  twenty  instalments  certain  to  somebody.  Should  the  bene- 
ficiary die  before  these  twenty  payments  have  been  completed,  then 
the  residue  is  payable  to  the  estate  of  the  beneficiary.  Usually  in 
this  case  policies  provide  that  upon  the  death  of  the  beneficiary  the 
commuted  value  of  the  unpaid  instalments  shall  be  paid  to  the  estate 
of  the  beneficiary  in  a  lump  sum.    The  theory  is  that  the  purpose  of 
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the  income  has  been  fulfilled,  and  it  facilitates  the  settlement  of  the 
estate  to  bring  the  contract  to  an  immediate  termination.  Of 
course,  the  death  of  the  beneficiary  of  itself  terminates  the  deferred 
annuity  agreement  and  no  value  vests  in  the  estate  of  the  beneficiary 
by  reason  of  this  termination.  Under  the  continuous  instalment 
form,  if  the  beneficiary  die  before  the  insured,  this  immediately 
terminates  the  deferred  annuity  agreement  and,  from  that  time  on, 
the  annual  premium  is  reduced  by  the  amount  charged  for  the  de- 
ferred annuity,  the  policy  continuing  for  the  face  amount  payable 
in  twenty  instalments  certain.  A  new  beneficiary  may  be  substi- 
tuted, but  the  deferred  annuity  feature  cannot  be  restored  as  the 
life  upon  which  it  was  originally  predicated  has  ceased  to  exist. 

Among  very  competent  life  insurance  critics  there  are  those  who 
do  not  place  a  high  value  upon  the  continuous  instalment  feature. 
-  They  argue  that  in  the  average  case  of  a  man  and  wife  their  ages  are 
approximately  the  same,  their  chances  of  survivorship  are  about 
equal,  and  they  point  out  that  the  probability  of  the  wife  surviving 
the  husband  for  a  period  of  more  than  twenty  years  is  necessarily 
remote.  While  there  is  merit  in  this  argument  so  far  as  it  goes,  the 
fact  remains  that  the  true  values  of  these  possibilities  are  taken  into 
account  with  mathematical  exactness  in  the  making  of  the  rate,  con- 
sequently the  benefit  bears  a  proper  relation  to  its  cost.  In  the 
case  of  a  son  insuring  for  the,  benefit  of  his  mother,  I  grant  that 
the  continuous  instalment  feature  is  not  particularly  interesting. 
At  the  outset  there  is  a  disparity  of  many  years  in  their  ages.  Pro- 
jecting this  age-difference  into  the  future  on  the  basis  of  the  Ameri- 
can Experience  Table  of  Mortality  it  will  be  seen  that  it  is  unlikely 
— but  of  course  not  impossible — that  the  mother  will  live  to  profit 
by  the  deferred  annuity  provision.  Reverse  the  order.  Consider 
the  case  of  a  parent  insuring  for  the  benefit  of  a  young  child  and  the 
continuous  instalment  feature  immediately  takes  on  a  new  meaning. 
But,  as  I  have  pointed  out,  the  rate  in  all  these  cases  is  determined 
with  mathematical  exactness  and  the  insured  in  each  case  gets 
exactly  what  he  pays  for. 

Monthly  Income.  This  policy  involves  no  new  principle.  It 
merely  intrdduces  a  new  method  of  payment — the  instalment  idea 
carried  to  a  finer  degree.  By  a  computation  of  interest  it  is  not 
difficult  to  reduce  an  annual  instalment  into  semi-annual,  quarterly, 
or  monthly  payments.     Under  the  usual  forms  the  first  annual  in- 
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stalment  is  payable  immediately  upon  due  proof  of  the  death  of  the 
insured.  With  many  companies  it  is  the  practice,  where  monthly 
payments  are  desired,  to  make  a  simple  division  of  the  annual  in- 
stalment into  twelve  parts  without  regard  to  interest,  reasoning  that 
the  interest  on  the  eleven  deferred  payments  about  compensates  for 
the  additional  labor  and  expense  of  making  twelve  payments  each 
year  instead  of  one. 

Immediate  Payment  and  Monthly  Income.  This  policy  also 
involves  no  new  principle.  It  is  an  attempt  to  adjust  the  method  of 
settlement  to  the  beneficiary's  exact  needs.  As  the  name  implies,  it 
provides  an  immediate  payment,  usually  one-tenth  of  the  face 
amount,  and  thereafter  a  monthly  income.  The  theory  is  that 
death,  generally  preceded  by  sickness,  entails  extraordinary  ex- 
penses and  a  readjustment  of  the  family  finances.  By  providing 
for  the  payment  of  one-tenth  of  the  face  amount  at  death,  this  need 
is  met  and  the  beneficiary  is  assured  an  income  for  the  future. 

Optional  Modes  of  Settlement.  Recently  it  has  become  more  or 
less  general  practice  to  include  in  the  regular  policy  forms,  even 
term  policies,  a  provision  offering  various  modes  of  settlement  at 
death  or  maturity.    Usually  there  are  three  options : 

1.  Proceeds  left  at  interest,  lite  proceeds  of  the  policy  may  be  left  with  the 
company  at  a  guaranteed  rate  of  interest,  subject  to  withdrawal  in  whole  or  in  part 
at  any  time  on  demand,  under  certain  specified  conditions. 

2.  Instalments  certain.  The  proceeds  shall  be  paid  in  equal  annual,  semi- 
annual, quarterly  or  monthly  instalments  for  a  period  of  from  two  to  twenty-five 
years,  as  may  be  agreed. 

3.  Continuous  instalments.  This  option  operates  as  previously  described. 
The  amount  of  each  instalment  is  determined  by  the  age  of  the  beneficiary  or  payee 
when  the  first  instalment  becomes  due  and,  for  obvious  reasons,  the  company  will 
require  satisfactory  evidence  of  the  age  of  such  beneficiary  or  payee. 

Two  tables  are  included  in  the  provision,  the  one  showing  the 
instalments  provided  under  Option  2,  the  other  showing  the  amount 
of  the  continuous  instalments,  referred  to  in  Option  3,  at  the  various 
ages  of  payee  or  beneficiary. 

This  provision,  it  will  be  noted,  is  an  extension  of  the  income 
idea  to  a  point  that  makes  this  method  of  settlement  an  available 
part  of  nearly  all  the  regular  forms  of  life  insurance  policies.  Ae 
the  name  implies,  these  modes  of  settlement  are  optional.  While 
the  insured  is  alive  and  the  policy  in  force  he  may  specify  in  writing 
under  which  option  he  desires  the  proceeds  of  his  policy  paid. 


,y  Google 


Incoub  Policies  7 

Should  he  fail  to  exercise  his  right  to  make  a  choice,  the  right  of 
choice  is  still  open  to  the  beneficiary  after  the  insured's  death.  But 
it  will  be  seen  that  it  is  necessary  for  one  or  the  other  to  perform  a 
definite  act  of  election,  otherwise  the  proceeds  will  be  paid  in  a  lump 
sum.  Herein  lies  the  one  weakness  of  this  provision — and  it  is  not 
so  much  a  weakness  of  the  provision  as  it  is  a  weakness  of  human 
nature.  The  fact  that  he  has  the  privilege  of  election  as  to  the 
method  of  settlement  is  very  interesting  to  the  average  policy- 
holder, but  in  this  as  in  the  matter  of  making  one's  will  the  actual 
performance  is  all  too  frequently  put  off.  As  a  consequence  much  of 
the  good  that  this  provision  might  accomplish  is  not  accomplished 
for  the  reason  that  the  insured  so  often  fails  to  exercise  his  right. 

Income  to  the  Insured 

Endowment  Income.  All  that  has  been  said  in  the  foregoing 
sections  deals  with  income  policies  as  related  to  the  bene$ciary  in 
ordinary  life  and  limited  payment  life  forms.  In  other  words,  an 
income  provided  by  the  insured  for  someone  dependent  upon  him, 
this  income  to  begin  when  his  own  income  is  cut  off  by  death.  But 
this  same  principle  has  been  applied,  to  the  provision  of  an  income 
for  the  insured  himself  by  arranging  an  instalment  settlement  under 
an  endowment  policy.  Thus  a  man  of  thirty  may  insure,  for  ex- 
ample, under  a  thirty  year  endowment  policy,  and,  at  age  sixty, 
instead  of  receiving  the  proceeds  of  the  policy  in  a  lump  sum  he  is 
assured  a  fixed  income  for  say  twenty  years.  In  like  marine.1  the 
deferred  annuity  is  also  applied  to  the  endowment  income.  By 
combining  with  the  instalments  certain  a  deferred  annuity  on  the 
life  of  the  insured,  his  policy  guarantees  him  that  at  maturity 
he  will  receive  the  proceeds  of  the  policy  in  twenty  annual  instal- 
ments certain  and,  should  he  survive  that  period,  a  continuance  of 
these  annual  instalments  for  the  rest  of  his  life. 

Disability  Income.  In  addition  to  the  provision  of  an  income  for 
the  beneficiary  upon  the  death  of  the  insured,  and  the  provision 
of  an  income  for  the  insured  himself  to  make  up  the  shrinkage  of  his 
income  in  advancing  years,  there  is  still  another  field  in  which  the 
income  idea  is  being  applied  to  good  purpose.  I  refer  to  the  grant- 
ing of  protection  against  the  risk  of  total  and  permanent  disability, 
that  living  death  which  not  only  cuts  off  income  but  very  often 
makes  necessary  the  sacrifice  of  life  insurance  protection  at  a  time 
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when  its  need  is  most  imminent.  This  provision  was  first  introduced 
by  the  late  L.  G.  Fouse,  of  Philadelphia,  October  16,  1896.  While 
something  like  one  hundred  and  fifty  life  insurance  companies  are 
now  offering  some  form  of  disability  provision,  a  great  many  of  these 
limit  the  provision  to  a  mere  waiver  of  premiums.  This  takes  care 
of  the  policyholder's  insurance,  but  it  does  not  take  care  of  him. 
The  disability  provision  in  its  best  development  not  only' lifts  from 
the  insured  the  load  of  premium  payments,  but  also  provides  an 
income  for  him.  The  method  of  treatment  varies  with  different 
companies.  In  some  cases  provision  is  made  for  the  payment  of  the 
face  amount  in  eight  equal  annual  instalments,  in  others  ten  instal- 
ments, still  others  provide  for  instalments  over  a  longer  period. 
In  most  of  these  cases  the  instalments  paid  to  the  insured  on  account 
of  disability  are  deducted  at  death  or  maturity.  A  still  later  devel- 
opment of  the  idea,  and  quite  the  broadest  protection  that  has  come 
into  this^eld,  is  the  provision  which  guarantees  that  in  case  of  total 
and  presumably  permanent  disability  the  insured  shall  receive  a 
stated  annual  income — or  more  correctly  speaking,  a  disability 
annuity — which  shall  continue,  if  disability  continues,  until  ma- 
turity, or  death  if  prior.  Whether  the  policy  terminate  by  death 
or  by  maturity,  the  full  face  amount  is  paid,  to  the  beneficiary  in  the 
one  case,  or  if  terminated  by  maturity,  to  the  insured  himself,  with- 
out deduction  of  any  payments  made  to  the  insured  because  of  dis- 
ability or  of  the  premiums  waived  for  the  same  reason. 

The  fact  that  the  insured  has  become  totally  and  permanently 
disabled  does  not  as  a  rule  alter  the  situation  of  the  beneficiary  or 
remove  the  need  of  insurance  protection.  A  policy  that  converts 
insurance  provided  for  the  beneficiary  into  an  income  for  the  insured 
upon  his  becoming  totally  and  permanently  disabled  serves  one 
purpose,  of  course,  but  it  is  an  immediate  subversion  of  the  chief 
purpose  originally  intended.  The  policy  that  keeps  in  mind  the  need 
of  the  beneficiary  and  at  the  same  time  makes  full  provision  for  the 
need  of  the  insured,  in  case  he  should  become  totally  and  perma- 
nently disabled,  serves  both  purposes  and  has  much  to  commend  it. 
In  nearly  all  these  forms  the  disability  provision  is  limited  to  dis- 
ability occuring  before  age  sixty.  To  provide  against  the  risk  of 
disability  in  the  more  advanced  ages  would  entail  a  very  heavy 
premium  which  would  make  the  whole  proposition  unattractive. 
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Advantages  of  Income   Policies 
Fob  tbb  Benkpiciabt 

It  is  safe  to  say  that  75  per  cent  of  the  beneficiaries  of  life  in- 
surance policies  are  women.  They  are  not  financiers;  they  are  just 
plain,  average  women  who  with  very  few  exceptions  are  entirely 
lacking  in  any  broad  grasp  of  business  matters  and  especially  the 
investment  of  large  sums  of  money.  All  their  lives  they  have  de- 
pended upon  husbands  and  fathers  who  have  borne  the  financial 
responsibility  and  looked  after  the  money  matters  of  the  family. 
What  acquaintance  they  have  with  money  is  almost  invariably  on  an 
income  basis.  In  the  case  of  the  wage-earner  the  weekly  pay  en- 
velope provides  the  amount  with  which  the  family  has  to  deal. 
Move  up  the  scale,  you  have  the  salary-earner's  monthly  check  form- 
ing the  basis  of  the  family  budget.  Only  at  rare  intervals,  when  the 
surplus  earnings  have  accumulated  to  a  sizable  amount,  is  the  fam- 
ily called  upon  seriously  to  consider  the  question  of  investment. 
Upon  those  rare  occasions  the  husband  or  the  father  decides. 
There  are  exceptions,  of  course,  but  this  is  the  rule.  So  with  all  her 
inexperience,  sensitiveness,  and  over  confidence  in  human  nature,  is 
it  right  to  expect  a  woman  suddenly  bereft  of  her  bread-winner  and 
adviser  to  take  hold  of  a  large  sum  of  money  and  invest  it  safely  and 
profitably?  Think  of  a  man  suddenly  retiring  from  business  and 
asking  his  wife  and  children  to  step  in  and  take  charge.  Then  con- 
template, if  you  please,  a  widow,  dejected  and  sorrowful,  her  chil- 
dren gathered  about  her,  her  lap  full  of  money,  the  proceeds  of  her 
husband's  life  insurance.  This  money  is  her  fortune,  her  protection 
against  want.  Her  happiness  in  the  future  and  the  welfare  of  her 
children  depend  upon  how  wisely  she  invests  it.  That  is  the  task 
with  which  she  is  confronted.  The  question  is  inevitable — has  that 
husband  done  all  that  he  might  have  done?  Was  it  enough  to  have 
this  money  placed  in  his  wife's  lapand  expect  her  to  work  out  her  own 
salvation? 

It  has  been  said  that  a  widow  is  a  shining  mark  for  a  mining 
shark.  It  would  be  funny  if  it  were  not  so  tragic.  Every  life 
insurance  man  of  any  experience  has  seen  instance  after  instance 
where  the  proceeds  of  life  insurance  policies  have  been  dissipated 
through  the  inexperience  or  gullibility  of  beneficiaries.  Puck  pub- 
lished a  cartoon  some  time  ago  entitled  "The  Widow  and  Orphan." 
It  pictures  a  woman  in  widow's  weeds  hurrying  out  of  a  life  insur- 
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anee  office,  one  hand  clasping  the  hand  of  her  child,  the  other  a  bag 
labeled  "life  insurance  money."  Coming  pell-mell  down  the  street 
after  her  is  a  mob  of  men,  each  with  something  to  sell, — Cuban  land, 
gold  mining  stock,  suburban  real  estate,  and  what  notl  Verily, 
her  real  trials  have  just  begun. 

The  Human  Element.  Or  the  sudden  possession  of  a  large  sum 
of  money  may  cause  a  woman  to  take  a  new  turn — as  it  has  some  of 
her  stronger  brothers — to  set  up  standards  of  living  which  cannot 
last  and  which  in  the  end  must  result  in  humiliation  and  distress. 
Not  long  ago  a  prominent  newspaper  contained  the  following: 

Lees  than  a  year  ago,  one  of  the  prominent  citizens  in  this  vicinity  died,  leav- 
ing his  wife  life  insurance  amounting  to  nearly  $2S,0GO.  She  immediately  became 
"rich,"  rented  a  large  house  in  a  prominent  locality  and  lavished  money  in  furnish- 
ing it.  She  had  not  the  faintest  idea  as  to  the  value  of  money.  What  was  left 
after  dabbling  in  luxuries,  the  stock  market,  where  she  had  invested  at  the  sug- 
gestion of  "her  friends"  previous  to  the  recent  slump,  was  cleaned  up,  so  that  she  is 
left  without  a  dollar  other  than  what  might  be  realised  from  the  household  fur- 
nishings. And  indeed,  there  may  not  be  very  much  realised  from  that  source,  as 
there  are  now  two  months'  rent  due,  with  no  available  funds  to  pay  it. 

The  story  is  told  of  a  widow  and  daughter  in  Buffalo,  now 
living  in  a  small  apartment  and  taking  in  sewing  to  eke  out  a  meager 
existence.  This  mother  and  daughter  inherited  in  all  three  fortunes, 
approximately  a  million  dollars.  Most  of  this  money  was  invested 
by  the  daughter,  on  the  advice  of  friends,  in  bigh-interest-bearing 
securities.  A  good  part  of  it  was  squandered  in  more  or  less  ex- 
travagant living.  In  1907,  in  the  pinch  of  panic,  it  became  neces- 
sary to  realize  on  some  of  their  investments,  and  sad  was  the  awak- 
ening when  they  found  that  their  packet  of  beautifully  engraved 
certificates  was  valueless. 

A  Chicago  business  man,  killed  by  a  train,  left  his  widow  a 
total  of  190,000  insurance.  Ten  thousand  dollars  of  this  amount 
was  payable  in  instalments;  $80,000  was  payable  in  a  lump  sum. 
Her  brothers  and  some  other  relatives  were  developing  a  gold  mine. 
They  had  put  their  money  into  it;  they  believed  in  it;  they  per- 
suaded her  to  invest  her  entire  capital.  She  went  in  to  the  extent 
of  her  $80,000  and  attempted  to  have  the  life  insurance  company 
commute  the  remaining  $10,000  that  was  payable  in  instalments. 
This  was  contrary  to  the  provisions  of  the  policy  and  the  company 
refused  to  comply.    The  widow  became  quite  indignant  and  re- 
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Bented  what  she  thought  to  be  an  arbitrary  decision.  One  year 
later  when  her  next  instalment  was  due  she  called  at  the  office  of  the 
company,  sought  out  the  president  and  poured  out  her  thanks  and 
appreciation.  Her  entire  investment  of  $80,000  was  gone;  this 
110,000  instalment  policy  was  the  only  thing  that  stood  between  her 
and  want. 

Countless  instances  of  this  same  kind  might  be  recited.  No 
statistics  are  available  on  the  subject.  In  the  very  nature  of  the 
case,  it  would  be  difficult  to  assemble  data  sufficiently  complete  and 
sufficiently  reliable  to  reveal  the  whole  truth.  It  has  been  estimated 
that  of  the  proceeds  of  life  insurance  policies  paid  in  lump  sums  about 
60.pcr  cent  is  lost  by  the  beneficiaries  within  six  years  after  the  death 
of  the  insured.  I  do  not  vouch  for  this  figure.  I  prefer  to  believe 
that  it  is  an  overestimate  of  the  true  facts.  Although  my  own  ob- 
servation convinces  me  that  most  of  our  American  people  live  in  the 
present  and  do  not  greatly  concern  themselves  with  the  future. 
With  a  large  sum  of  money  in  hand  a  great  many  women  succumb  to 
the  temptation  to  enjoy  a  season  of  luxurious  living  even  at  the  risk 
of  actual  want  is  the  future.  They  spend  their  capital  instead  of 
their  income.  This  is  more  or  less  an  American  habit.  In  France 
and  England  they  do  not  speak  of  a  man  as  being  worth  500,000 
francs  or  £20,000.  They  live  on  income.  The  money  they  have 
and  the  money  they  save  is  carefully  put  by  at  interest.  The  aver- 
age American  carelessly  feels  that  he  is  worth  all  the  money  he 
happens  to  have  and  too  often  he  spends  accordingly.  Thrift  has 
not  yet  become  a  prominent  virtue  in  his  life;  he  has  not  yet  learned 
to  think  in  terms  of  income. 

But  I  am  convinced  that  a  wholesome  change  is  setting  in  in  our 
American  life  and  income  policies  will  play  do  small  part  in  educating 
our  people  to  gonserve  capital  and  live  on  income.  Just  now  we  are 
in  a  period  when  a  great  many  of  these  policies  are  being  sold;  we 
have  not  yet  reached  that  point  when  the  benefits  of  this  form  of  in- 
surance will  be  universally  felt  and  understood.  In  the  course  of 
years  every  community  in  this  broad  land  will  be  dotted  with  homes 
here  and  there  that  will  be  in  regular  receipt  every  year,  many  of 
them  every  month,  of  an  income  check  from  some  distant  life 
insurance  company.  These  income  checks  are  bound  to  have  an 
educational  value  to  the  children  who  grow  up  in  those  homes. 
They  will  not  be  without  their  lesson  to  the  tradespeople  of  those 
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communities;  in  course  of  time  they  will  undoubtedly  exert  a  potent 
influence  upon  the  thrift  of  the  nation. 

Sizes  of  Incomes.  It  is  sometimes  argued  that  an  income  policy 
is  all  right  for  a  man  who  can  carry  a  large  amount,  but  that  it 
does  not  fit  the  small  insurer.  It  seems -to  me  this  is  fallacious 
reasoning.  The  farther  down  you  go  in  the  scale  of  amount  the 
less  financial  ability  and  investment  wisdom  you  are  likely  to  find  in 
the  beneficiary.  If  there  is  one  person  in  the  world  who  needs  in- 
come rather  than  capital  it  is  the  woman  who  all  her  life  has  been 
educated  to  live  out  of  a  weekly  pay  envelope.  Income  is  a  relative 
thing.  Twenty  dollars  a  month,  or  even  ten  dollars  a  month  would 
seem  as  big  to  this  woman  as  $100  a  month  to  her  more  fortunate 
sisters.  A  woman  left  with  the  problem  of  rearing  her  small  chil- 
dren needs  above  all  else  shelter.  Give  sueh  a  woman  a  home  she 
can  be  sure  of  and  she  will  somehow  contrive  to  feed  and  clothe  her 
little  ones.  A  sure  income  of  twenty  dollars  a  month  or  ten  dollars  a 
month  would  pay  the  house  rent  and  give  her  a  confidence  that  is 
hard  to  measure.  A  woman  with  a  sure  income,  however  small  it 
may  be,  can  take  it  with  her  wherever  she  goes.  It  is  not  like  a  piece 
of  property  that  may  shrink  in  value,  or  because  of  her  inability  to 
dispose  of  it  anchor  her  to  some  particular  spot. 

The  income  policy  is  just  as  interesting  to  the  man  of  large 
means.  In  fact,  men  of  larger  affairs  and  broad  financial  experience 
appreciate  the  value  of  the  income  provision  more  than  anyone  else. 
In  this  connection  it  is  interesting  to  note  that  in  the  late  J.  Pier- 
pout  Morgan's  will  all  bequests  to  women,  with  a  single  exception, 
were  left  in  trust.  Mr.  Morgan  was  doubtless  one  of  the  shrewdest 
and  most  capable  financiers  of  his  time.  Moreover  there  is  every 
reason  to  suppose  that  the  beneficiaries  of  his  will,  had  they  been 
given  principal  instead  of  income,  would  have  received  for  the  ask- 
ing wise  counsel  and  direction  in  the  matter  of  its  investment.  But 
in  his  wisdom  Mr.  Morgan  saw  to  it  that  the  matter  was  definitely 
fixed  before  his  death.  Alba  Johnson,  President  of  the  Baldwin 
Locomotive  Works,  one  of  the  largest  manufacturing  plants  in  the 
world,  in  addressing  a  body  of  life  insurance  men  recently,  told  of  a 
similar  provision  he  had  made  in  the  case  of  his  own  sons.  He 
had  no  reason  to  feel  that  his  sons  would  not  grow  up  to  be  worthy 
and  capable  men.  He  did  not  wish  to  place  any  stigma  upon  them, 
but  he  was  anxious  to  make  their  future  sure.    Accordingly,  he 
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said,  he  took  1100,000  insurance  on  his  life  for  each  one  of  them,  and 
willed  that  this  amount  be  put  in  trust. 

Advantages  foh  thx  Inbcebd 

The  foregoing  relates  the  advantages  of  the  income  principle 
to  the  beneficiary.  As  much  and  more  might  be  written  of  the  ex- 
tension of  these  advantages  to  the  insured  by  the  extension  of  income 
to  endowment. 

The  creation  of  an  estate  for  those  who  usually  do  not  accumu- 
late one  during  life  is  one  of  the  greatest  benefits  of  life  insurance. 
The  teacher,  the  clergyman,  the  clerk,  the  American  man— and  his 
name  is  legion — who  goes  through  life  on  a  salary  which  is  definitely 
limited,  finds  in  insurance  the  only  means  of  leaving  to  his  family 
an  estate  sufficient  to  meet  stark  necessity.  The  greatest  advantage 
of  the  life  insurance  policy  is  that  it  creates  that  estate  immediately 
and  guarantees  safety  at  once. 

But  such  a  man  is  one  who,  if  he  live  to  advanced  age,  finds 
the  necessity  for  provision  for  dependents  grow  less  and  necessity 
for  provision  for  his  own  age  grow  stronger  as  the  years  wear  on. 
Hence  the  endowment  idea. 

Strange  to  say,  the  maturity  of  his  policy  finds  such  a  man  very 
often  in  almost  the  same  position  as  the  widow  to  whom  the  in- 
surance company  has  just  paid  unwonted  thousands.  He  has  lived 
his  life  on  a  monthly  or  weekly  check,  his  whole  training  in  invest- 
ment has  been  along  the  lines  of  putting  by  small  amounts  to  realise 
a  total  adequate  sum.  He  has  seldom,  if  ever,  been  asked  to  invest 
any  considerable  amount  of  money.  Moreover,  he  is  an  old  man  in 
most  cases  and  his  knowledge  of  business  values  is  often  far  from 
up  to  date.  In  some  instances  he  is  entirely  under  the  domination 
of  next  of  kin  who  may  not  be  too  keenly  interested  in  his  welfare 
in  comparison  with  their  own.  To  such  a  man  is  turned  over  the 
thousands  which  he  has  saved  during  twenty,  twenty-five,  or  thirty 
years.  Quite  often  it  is  all  that  stands  between  him  and  absolute 
poverty. 

For  such  a  man,  for  the  hundreds  of  men  who,  in  varying  de- 
grees and  varying  ways,  are  so  placed,  the  income  plan  is  a  great  and 
needed  protection.  For  the  man  who  sees  before  him  a  certain 
number  of  years  of  limited  production  to  be  followed,  if  he  live,  by 
Borne  years  of  complete  or  partial  non-production,  the  policy  which 
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combines  the  endowment  plan  with  income  for  life  must  commend 
it-self  if  he  will  take  the  necessary  time  and  possesses  the  ability 
to  give  insurance  a  sober,  clear  consideration. 

Advantages  of  Administration.  Among  the  many  general  ad- 
vantages gained  by  income  insurance,  that  of  its  help  in  simplifying 
the  vexed  problem  of  estate  administration  is  one  which  deserves 
more  than  passing  mention.  The  transfer  of  property  from  the  dead 
to  the  living  is  one  of  the  great  functions  of  a  civilized  society  and, 
in  our  highly  complex  and  greatly  interwoven  structure  of  modern 
life,  it  has  become  a  wonderfully  intricate  but,  in  many  cases,  far 
from  economical  machine. 

The  income  policy  is,  in  effect,  a  trusteeship.  In  its  opera- 
tion it  is  very  much  like  a  will  with  the  insured  acting  as  his  own  ex- 
ecutor. The  entire  disposition  of  the  estate — this  portion  of  his 
estate — is  definitely  fixed  before  his  death;  no  lawyer's  fees  or 
court  costs,  no  embarrassment  or  delays  or  difficulties  can  enter 
into  the  administration  of  this  estate.  The  insurance  company  fills 
the  role  of  administrator;  by  law,  by  contract  and  by  a  proper 
regard  for  the  wishes  of  the  insured,  it  is  compelled  to  distribute 
the  proceeds  precisely  as  the  insured  has  directed  through  the  in- 
come policy.  And  there  is  never  the  fear  that  the  institution  will 
die  as  there  is  in  the  case  of  the  personal  executor  or  administrator. 

Any  man  who  wants  to  dispose  of  an  estate  must  first  get 
an  estate  to  dispose  of.  The  income  policy  also  provides  that. 
Immediately  upon  payment  of  the  first  premium  the  insured's  estate- 
is  richer  by  at  least  the  face  amount  of  the  policy,  and  it  is  an  es- 
tate that  will  not  shrink  in  the  administration.  The  beneficiary  can 
count  absolutely  on  what  she  will  receive,  when  and  for  how  long. 

Judge  White  of  the  Probate  Court  at  Cleveland,  Ohio,  once 
said  that  after  an  experience  of  years  it  was  his  observation  that  the 
loss  was  oftentimes  considerable  in  estates  admitted  to  probate 
without  litigation,  not  to  mention  the  delay,  defeat  and  the  ex- 
penses of  contested  cases,  or  loss  in  consequence  of  incompetent 
administration.  "Fortunes  accumulated  by  the  toil  of  years," 
said  the  Judge,  "often  shrink  with  amazing  rapidity  in  the  hands  of 
incompetent  next-of-kin,  and  the  beneficent  provision  of  wills  are, 
in  many  cases,  defeated  by  improvident  and  ignorant  administra- 
tion." Speaking  of  life  insurance  funds  in  this  connection  the  Judge 
said: 
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No  one  becomes  better  acquainted  with  the  value  of  life  insurance  than  the 
judicial  officer  who  has  in  his  control  the  administration  of  the  rights  of  widows  and 
orphans.  My  observation  is  that  policies  of  life  insurance  that  provide  for  their 
payment  in  instalments  ....  instead  of  policies  which  secure  a  sum  in 
gross  at  maturity,  are  very  much  safer  and  better  for  the  beneficiaries.  Consider' 
ing  this  whole  matter,  I  am  free  to  say  that  estates  one-half  as  large,  adminis- 
tered by  a  ...  .  duly  constituted  corporate  institution,  would  give,  in  a 
large  majority  of  cases,  better  results  than  estates  twice  as  large,  administered  by 
indiscriminate  next-of-kin  who  are  entitled  by  law  to  the  letters;  and  that  life  in- 
surance payable  in  instalments  ....  will  produce,  in  a  majority  of  cases, 
double  the  benefit  that  would  be  realised  upon  insurance  payable  in  a  gross  sum 
immediately  after  the  death  of  the  assured. 

Advantages  tor  Agent  and  Company 

Necessarily  the  many  points  upon  which  income  policies  make 
their  appeal  to  insured  and  beneficiary  are  at  once  points  of  ad- 
vantage to  the  agent.  He  makes  his  livelihood  out  of  the  sale  of 
policies.  Therefore,  to  borrow  a  phrase  from  the  field  of  commercial 
salesmanship,  he  is  interested  in  anything  that  will  make  his  goods 
more  attractive  to  the  buying  public.  Undoubtedly  income  poli- 
cies have  done  this.  They  at  once  appeal  to  a  man's  business  sense, 
and  they  appeal  also  to  the  best  sentiment  in  his  nature,  offering  him 
a  means  by  which  he  can  bring  to  his  family,  years  after  he  has  passed 
from  the  scene,  an  ever-recurring  reminder  of  his  love  for  them  and 
his  tender  solicitude  for  their  material  welfare. 

It  is  interesting  to  note  how  the  income  idea  will  sometimes 
effect  a  sale  where  an  ordinary  form  of  insurance  would  not  evoke 
much  interest.  For  example,  a  certain  man  had  been  solicited  a 
number  of  times  but  none  of  the  agents  who  interviewed  him  seemed 
able  to  make  any  impression.  His  wife  was  dead;  he  had  a  large 
amount  of  insurance;  there  was  no  one  dependent  upon  him  but  a 
six-year-old  daughter.  Now  it  bo  happened  that  this  child  was  a 
victim  of  infantile  paralysis  and  there  was  every  indication  that  she 
would  be  a  cripple  for  life.  Another  agent  went  into  the  case, 
learned  this  fact,  and  also  learned  that  all  of  this  man's  insurance 
was  payable  in  a  lump  sum.  He  had  no  difficulty  in  convincing 
him  that  an  income  policy  was  the  kind  of  protection  he  needed  to 
remove  from  the  field  of  doubt  the  future  care  of  that  helpless 
daughter,  and  he  succeeded  in  placing  an  additional  policy  on  that 
life. 

A  similar  instance  is  related  in  the  case  of  a  father  with  a  blind 
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son.  This  man  also  carried  a  large  line  of  insurance  but  when  the 
advantages  of  the  income  policy  were  made  clear  to  him,  he  was 
convinced  that  he  had  not  gone  as  far  as  he  might  go  in  the  pro- 
tection of  his  helpless  offspring.  Another  father  with  an  only 
daughter  was  glad  to  take  an  income  policy  in  addition  to  his  other 
insurance  upon  the  suggestion  of  an  income  check  to  arrive  each  year 
on  his  daughter's  birthday  to  keep  green  in  her  memory  her  father's 
affection.  These,  of  course,  are  the  exceptional  cases,  but  they 
serve  to  illustrate  the  salesmanship  value  of  the  income  idea. 

Many  parents  like  to  feel  that  their  daughter  is  not  entirely 
dependent  upon  her  husband's  income.  So  long  as  the  father  is 
alive  there  is  little  to  fear,  but  after  his  death  there  is  always  a  chance 
that  things  may  not  go  just  right.  Here  again  the  income  policy 
steps  in  with  just  the  right  provision;  not  a  lump  sum  of  money 
that  an  improvident  husband  might  squander,  not  a  piece  of  prop- 
erty that  might  be  converted  into  cash  and  disappear  in  the  same 
way,  but  an  income  that  can  be  paid  only  to  that  daughter,  an  in- 
come that  will  continue  with  unfailing  regularity  whatever  else  may 
happen  to  her  family  or  its  finances.  Such  a  provision  will  give 
her  an  independence  that  may  have  an  important  bearing  upon  her 
happiness. 

In  insuring  the  lives  of  professional  men  the  agent  also  Ends 
the  income  policy  a  great  help.  Very  frequently  men  of  this  class 
so  thoroughly  devote  themselves  to  their  special  line  of  work  that 
the  thought  of  commercial  profit  gets  little  attention.  Some  of  the 
brainiest  men  the  world  has  ever  known  have  accumulated  little 
or  nothing.    The  income  policy  makes  a  strong  appeal  to  this  class. 

It  is  the  testimony  of  all  agents  who  have  had  experience  that 
the  income  idea  serves  to  increase  the  amount  of  the  average  policy. 
The  whole  presentation  is  on  a  basis  of  income.  The  prospect  is  led 
to  think  in  terms  of  income.  The  face  amount  of  the  policy  is  kept 
in  the  background  and  seldom  mentioned.  Very  often  a  man  will 
buy  a  policy  providing  an  income  of  $100  a  month  when  if  he  had 
been  approached  on  the  basis  of  lump-sum  insurance  he  could  not 
have  been  persuaded  to  take  more  than  one  half  the  equivalent  face 
amount.  It  is  a  well  established  fact  that  most  men  are  under 
insured. 

The  personal  income,  that  is  the  income  to  the  insured  himself, 
is  particularly  valuable  as  a  stimulator  of  business.     And  one  does 
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not  have  to  search  far  to  End  the  reason.  If  there  is  one  thing  in 
the  world  that  the  average  man  is  interested  in  it  is  himself.  This 
is  quite  natural  and  quite  human.  Self-preservation  is  the  first 
law  of  nature.  Purely  as  a  matter  of  salesmanship  it  is  easier  to 
sell  a  man  a  policy  from  which  he  himself  will  reap  the  benefit  than 
to  interest  him  in  something  which  will  take  place  after  he  is  dead. 
This  is  the  fine  distinction  between  death  insurance  and  true  life 
insurance — insurance  for  the  living. 

Nearly  every  man  in  active  business  hopes  to  retire  some  day 
but  with  most  men  it  is  only  a  hope,  they  have  no  plan.  A  policy 
providing  a  sure  income  to  begin  at  age  sixty  or  sixty-five  and  to  con- 
tinue for  the  rest  of  the  insured's  life  is  an  ideal  retirement  plan. 
And  when  the  same  policy  includes  life  insurance  protection  for  the 
beneficiary  and  the  provision  of  a  disability  income  in  the  event  of 
the  insured's  becoming  totally  and  permanently  disabled,  it  will  be 
Been  that  all  of  life's  major  contingencies  are  well  provided  for. 
This  policy  adjusts  itself  to  the  insured's  changing  needs;  it  pro- 
vides insurance  protection  when  he  needs  that;  it  provides  an  in- 
come when  his  own  income-producing  powers  are  on  the  wane;  it 
provides  that  in  event  of  total  and  permanent  disability  he  will  be 
relieved  of  the  burden  of  premium  payments  and  will  receive  a  dis- 
ability income  which,  in  a  measure  at  least,  will  compensate  the 
loss  of  his  own  income.  This  attractive  combination  of  features 
makes  a  strong  appeal  to  men,  and  just  as  strong  an  appeal  to  em- 
ployed women.  It  presents  life  insurance  on  a  new  and  interesting 
basis  and  makes  the  work  of  the  agent  easier  and  more  profitable. 

Then  there  is  another  side,  and  this  is  of  interest  to  bene- 
ficiary, insured,  agent  and  company.  Whether  it  be  income-  to 
beneficiary  or  income  to  insured  it  is  taken  for  a  definite  purpose, 
with  a  certain  specific  end  in  view.  This  being  the  case  I  am  con- 
vinced that  a  broad  experience  in  the  future  will  show  a  better  record 
of  persistency  in  this  class  of  business  as  compared  with  lump-sum 
life  insurance.  Nor  do  I  feel  that  the  average  policyholder  will  be 
so  apt  to  borrow  from  future  income  as  he  now  borrows  from  what 
he  carelessly  regards  as  present  capital. 

The  Broader  Aspect 
While  the  many  solid  advantages  of  the  income  principle  as 
applied  to  life  insurance  are  becoming  more  evident,  and  while  the 
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rapid  growth  in  the  writing  of  this  form  of  policy  is  an  indication  that 
it  is  to  be  an  ever  increasing  factor  in  the  insurance  business  of  the 
nation,  there  is  another  and  broader  aspect  of  the  subject  which  has 
constantly  forced  itself  upon  my  attention. 

The  growth  of  the  "income  idea"  is  not  only  an  indication  of 
the  increased  thought  of  life  insurance  investors,  but  it  is  a  guage  and 
a  sign  of  the  increasing  growth  of  thought  and  sense  in  the  American 
people.  It  is  an  almost  certain  indication  of  the  solid,  sure  and 
inevitable  development  of  the  character  of  the  people  of  this  coun- 
try toward  care  and  thrift.  It  is  one  of  the  great  evidences  of  the 
passing  of  the  pioneer,  the  carelessness  for  the  future,  the  insta- 
bility of  aim  which  mark  all  new  countries.  It  is  the  growth  of  the 
desire  to  make  life  more  certain,  comfort  more  sure,  reward  more 
definite,  which  is  the  underlying  desire  of  civilized  man  and  which  is 
the  measure,  in  its  presence  and  force,  of  his  civilization.  It  is 
not  the  only  evidence  of  this  national  development,  but  it  is  one  of 
the  evidences  which  is  most  easily  discernible  and  lends  itself  to 
accurate  measurement.  It  is  not  necessary  for  me  to  add  that  this 
increasing  tendency  toward  thrift  is  something  which  does,  and 
indeed  ought  to,  give  rise  to  a  sentiment  which  may  be  described 
only  as  patriotic. 

Not  only  in  its  revelation  of  the  growing  thrift  of  the  people 
does  this  growth  of  income  insurance  give  material  for  wider 
thoughts  and  open  up  great  vistas  of  economic  speculation.  It  is  a 
further  indication,  it  seems  to  me,  of  the  inherent  purpose  of  the 
American  people  to  solve  problems  in  a  democratic  way.  It  is  a 
step  toward  the  solution  of  such  vexing  questions  as  "old  age  pen- 
sions" and  "  compensation"  which  have  for  some  years  occupied  the 
minds  of  European  governments  and  resulted  in  advanced  and  de- 
bated legislation.  It  would  be  a  remarkable  thing  indeed  if  the 
American  nation,  of  itself,  within  its  own  homes,  by  the  might  of  the 
massed  consciousness  of  a  sane  and  thinking  people,  should  solve 
these  problems  without  the  aid  of  laws  by  which  the  thrifty  majority 
force  thrift  upon  the  thriftless  minority.  It  is  possible  to  believe 
that  the  people  of  this  nation  may  in  such  increasing  numbers  sub- 
tract investment  from  wages  in  sufficient  amount  to  safeguard  old 
age  and  disability  that  the  government  shall  never  have  to  do  it  for 
them.  That  this  is  not  Utopian  may  be  learned  from  a  glimpse  at 
the  statistics  of  life  insurance;  that  it  is  democratic  may  be  main- 
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fcained  by  the  statement  that  the  mutual  life  insurance  company  is 
one  of  the  most  voluntary  and  democratic  institutions  ever  devel- 
oped in  society. 

It  is  in  consideration  of  these  wider  aspects  of  the  relation  be- 
tween life  insurance  as  an  institution  and  the  nation  as  a  whole  that 
the  income  policy  takes  on  a  singularly  significant,  almost  pro- 
phetic aspect.  Nor  can  the  man  who  reflects  upon  this  aspect, 
with  its  great  and  ever  widening  growth,  its  increasing  weaving  of 
itself  into  the  very  heart  of  the  thrift  and  personal  prosperity  of  a 
vast  people,  fail  to  reflect  also  upon  the  equally  enormous  growth  of 
life  insurance  institutions  which  must  inevitably  go  with  it.  It  is  a 
reflection  which  brings  with  it  a  solemn  feeling  of  responsibility — 
but  not  of  doubt.  For  I  firmly  believe  that  the  same  desire  to  pro- 
tect the  home  which  has  been  the  root  and  stock  of  American  life 
insurance,  the  same  growing  sense  of  thrift  and  responsibility  which 
has  been  the  main  spring  of  all  its  developments,  such  as  the  income 
policy,  will  keep  pace  with  material  growth,  and  that  the  same 
spirit  which  has  increased  insurance  savings  to  the  billions  will  walk 
hand-in-hand  with  the  spirit  which  converted  insurance  companies 
from  private  corporations  into  great  mutual  democracies.  It  is  of  a 
vision  such  as  this,  not  only  possible  but  probable,  that  the  rapid 
growth  and  development  of  the  income  policy  is  a  hope  and  a  sign. 
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Br  M.  Albert  Linton,  F.I.A.,  F.A.8., 

Vice-President  and  Associate  Actuary,  The  Provident  life  and  Trust  Company 

of  Philadelphia. 

The  primary  function  of  the  life  annuity  is  to  insure  that  a 
given  sum  of  money  will  produce  a  life  income  larger  in  amount 
than  could  be  safely  secured  through  the  channels  of  ordinary 
investment.  The  regular  life  annuity  contract  is  a  promise  to  pay, 
in  consideration  of  a  single  cash  sum,  a  fixed  amount  periodically 
during  the  lifetime  of  a  designated  person,  called  the  annuitant. 
Annuities  in  practice  are  paid  yearly,  half-yearly,  quarterly  or 
monthly. 

The  periodical  payment  yielded  by  a  given  sum  invested  in  an 
annuity  is  larger  than  the  return  through  the  channels  of  regular 
investment,  for  the  reason  that  each  annuity  payment  consists  of 
interest  and  of  a  portion  of  the  principal  of  the  invested  fund.  If 
the  length  of  life  of  the  individual  could  be  exactly  foretold,  he  could 
establish  his  own  annuity  fund.  He  would  be  able  to  use  a  definite 
portion  of  the  principal  each  year  with  assurance  that  the  fund  would 
not  be  exhausted  during  his  lifetime.  For  example,  if  a  man  knew 
that  he  would  live  exactly  ten  years  from  a  given  moment  and  if 
he  knew  that  during  that  period  he  could  realize  exactly  $4.50  for 
each  {100  invested  in  the  regular  manner,  he  would  find  by  a  simple 
computation  that  each  (100  applied  as  an  annuity  would  yield 
$12.64  at  the  end  of  each  year  for  ten  years.  Each  yearly  payment 
would  contain  a  portion  of  the  principal  as  well  as  interest.  At  the 
expiration  of  the  ten  years  the  last  cent  of  principal  would  have  been 
withdrawn. 

Because  of  the  uncertainty  of  life  for  the  individual,  and,  on 
the  other  hand,  of  the  comparative  certainty  of  the  average  mor- 
tality rates  that  will  be  experienced  by  a  large  group  of  individuals 
collectively,  annuities  are  made  possible  through  the"  cooperative 
association  of  annuitants  into  groups,  sufficiently  large  to  insure  the 
operation  of  the  law  of  average.  In  practice,  this  cooperative 
association  is  made  possible  by  the  insurance  companies  which 
30 
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establish  annuity  funds  and  sell  annuities  to  the  public.  It  is  the 
purpose  of  the  present  article  to  discuss  in  a  non-technical  manner 
some  of  the  problems  that  arise  in  theory  and  practice  in  connection 
with  annuities  and  to  portray  some  of  the  developments  that  have 
come  about  in  recent  years  in  the  application  of  annuities  to  the 
needs  of  the  public. 

Computation  of  Annuity  Rates 
To  the  layman,  the  calculation  of  the  annuity  premium  is 
presumably  based  upon  the  so-called  "Expectation  of  Life"  of  the 
annuitant.  That  is  to  say,  if  the  mortality  table  which  forms  the 
basis  of  the  calculation  indicates  that  the  expectation  of  life  is  a 
certain  number  of  years,  it  is  assumed  that  the  true  annuity  premium 
is  the  present  value  of  a  series  of  annuity  payments  extending  for 
exactly  that  number  of  years.  A  calculation  of  this  nature  will, 
it  is  true,  yield  a  rough  approximation  to  the  true  present  value  of 
the  life  annuity,  but  that  is  all.  It  can  be  demonstrated  that  the 
method  always  overstates  the  annuity  value.  In  practice  it  is 
never  employed  for  the  scientific  computation  of  rates.  In  fact, 
to  the  actuary,  the  expectation  of  life  is  hardly  more  than  of 
academic  interest.  He  may  now  and  then  employ  it  to  compare  the 
relative  characteristics  of  different  mortality  tables,  but  for  the 
scientific  computation  of  monetary  values,  never. 

The  correct  method  of  computing  annuity  premiums  is  es- 
sentially as  follows:  The  mortality  table,  upon  which  the  compu- 
tation is  based,  consists  fundamentally  of  a  series  of  numbers, 
showing  how  many  persons  out  of  a  given  number  alive  at  the 
youngest  age  in  the  table,  survive  to  each  age  throughout  the  possible 
range  of  life.  Given,  therefore,  a  large  group  of  persons  all  of  the 
same  age,  the  mortality  table  renders  it  possible  to  forecast  how 
many  of  the  group  will  be  alive  one  year  hence,  two  years  hence, 
three  years  hence,  and  so  on  until  all  of  the  members  of  the  group 
have  passed  away.  If,  therefore,  a  promise  should  be  made  to  pay 
a  yearly  annuity  of  a  dollar  to  each  member  of  the  original  group,  it 
could  be  foretold  how  much  would  have  to  be  paid  at  the  end  of  the 
first  year  to  those  surviving  at  that  time,  how  much  would  have  to 
be  paid  at  the  end  of  the  second  year  and  at  the  end  of  the  third 
year,  and  so  on  throughout  the  number  of  years  covering  the 
possible  span  of  life  of  any  of  the  members  of  the  group.    This 
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series  of  payments  may  be  compared  to  a  serial  bond  issue  maturing 
in  definite  amounts  throughout  a  period  of  years.  And  just  as  the 
banking  house  computes  the  present  value  of  the  principal  payments 
under  the  serial  bond  issue,  so  the  actuary  computes  the  present 
value  of  the  series  of  annuity  payments  that  will  be  made  to  the 
members  of  the  annuity  group.  Dividing  the  present  value  of  the 
complete  series  of  future  annuity  payments,  by  the  original  number 
of  members  of  the  group,  he  arrives  at  the  true  present  value  of  the 
life  annuity  on  the  basis  of  the  mortality  table  employed  and  of  the 
rate  of  interest  assumed  in  determining  the  present  value  of  the 
future  payments.1 

It  will  be  of  interest  to  compare  the  present  value  of  the  life 
annuity  computed  by  the  erroneous  expectation-of-life  method, 
with  the  true  present  value.  Employing  the  Carlisle  Table  of 
mortality  as  the  standard,  we  find  that  at  age  35  the  expectation 
of  life  is  31  years.  On  a  4  per  cent  basis  the  present  value  of  an 
annuity  of  $1,000  payable  yearly  for  31  years,  is  $17,588.  The 
true  value  of  the  life  annuity  of  the  same  amount  at  age  35,  on  the 
basis  of  the  Carlisle  Table  and  4  per  cent  interest,  is  $16,041.  At 
age  75,  where  the  expectation  of  life  is  7  years  by  the  Carlisle  Table, 
the  erroneous  value  of  the  4  per  cent  life  annuity  of  $1,000  payable 
yearly  is  $0,002  and  the  true  value  is  $5,239.  It  is  strange  that  in  so 
many  of  our  courts,  the  expectation-of-life  method  is  still  retained 
for  the  calculation  of  claims  where  life  annuities  are  involved. 
One  would  have  surmised  that  the  error  therein  involved  would  not 
have  remained  unchallenged  and  that  a  demand  would  have  arisen 
for  the  abandonment  of  a  method  which  is  so  unfitted  for  scientific 
computation. 

Annuity  Rates  in  America  and  in  Great  Britain 
At  this  point  it  will  be  instructive  to  set  out  in  tabular  form 
the  percentage  yearly  return  upon  capital  invested  in  an  annuity  at 
certain  ages  in  America  and  in  Great  Britain.  For  the  purpose  of 
comparison,  the  fifteen  largest  United  States'  and  Canadian  com- 
panies which  write  annuities,  and  the  fifteen  largest  British  eom- 

1  In  practice,  this  extended  method  of  computation  is  not  actually  required, 
since  mathematical  short-cute  have  been  developed  which  greatly  facilitate  the 
actuarial  calculation.  The  final  results  of  the  short  method,  however,  are  identical 
with  those  obtained  by  the  extended  process  described. 
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panics  which  write  annuities,  have  been  selected  and  the  rates  of 
each  group  of  companies  averaged.  The  average,  together  with 
the  highest  and  lowest  return  under  the  given  ages  are  shown  in  the 
following  table: 


Takus  Showing  Oomparaitvu  Returns  on  American  and  British  Annottizb 
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17.76 
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22.47 
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20.20 

1  He  rates  of  the  British  companies,  as  usually  published,  provide  for  the 
payment  of  the  annuity  in  half-yearly  installments  and  for  the  payment  at  the 
death  of  the  annuitant,  of  such  proportion  of  the  annuity  payment  as  may  have 
accrued  up  to  the  date  of  death.  In  order  to  place  the  comparison  of  the  two 
sets  of  rates  upon  the  same  basis,  the  British  figures  were  "corrected"  by  means 
of  the  British  Offices'  annuity  tables  with  3)  per  cent  interest. 

The  two  uniform  characteristics  indicated  by  this  table  are: 

(a)  That  the  return  is  greater  to  male  than  to  female  annui- 
tants. This  characteristic  flows  from  the  indisputable  fact  that  the 
vitality  of  female  annuitants  is  superior  to  that  of  male  annuitants. 

(b)  That  the  average  return  is  less  in  the  American  than  in  the 
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British  companies.  This  characteristic  probably  results  from  the 
fact  that  the  American  annuitants  are  longer  lived  than  British 
annuitants. 

Annuities  most  Populab  at  the  Oldeb  Ages 
A  casual  inspection  of  the  foregoing  table  explains  at  once  why 
it  is  that  few  annuities  are  sold  at  the  younger  ages.  The  percentage 
return  at  these  ages  is  not  sufficiently  in  excess  of  the  return  upon 
funds  invested  through  the  regular  channels  to  induce  prospective 
annuitants  to  hazard  the  loss  of  a  considerable  portion  of  their 
principal  by  investing  in  an  annuity.  At  the  older  ages,  however, 
where  the  return  exceeds  say  8  per  cent,  the  annuity  makes  its 
greatest  appeal.  In  no  other  manner  can  a  sum  of  money  be 
invested  to  yield  an  absolutely  certain  life  income  of  so  large  an 
amount.  It  is  true  that  there  is  a  possibility  of  death  before  the 
principal,  together  with  a  normal  rate  of  interest,  may  have  been  re- 
turned to  the  annuitant.  But  this  possibility  of  loss  is  in  the 
nature  of  a  premium  which  the  annuitant  pays  to  insure  the  receipt 
of  a  guaranteed  life  income,  perhaps  several  times  the  amount  that 
could  otherwise  be  obtained  from  "gilt  edge"  investments. 

Annuities  have  reached  their  greatest  development  in  older, 
longer  established  countries  where  there  are  large  accumulations  of 
capital  and  where  interest  rates  are  relatively  low.  Pioneer  coun- 
tries, where  available  capital  is  urgently  needed  for  development 
of  their  resources  and  where  the  return  upon  investments  is  corre- 
spondingly large,  know  little  of  annuities.  For  this  reason,  America 
has  had  less  experience  with  annuities  than  has  Great  Britain.  It 
will  be  interesting  to  note  the  effect  of  the  war  upon  the  annuity 
situation.  If  the  accumulation  of  capital  in  the  warring  countries 
shall  continue  to  be  depleted  and  if  the  rate  of  interest  after  the 
war  shall  rise,  as  seems  probable,  there  will  exist  a  double  influence 
tending  to  retard  the  annuity  business  of  the  European  companies. 
A  rising  interest  rate  will  of  course  make  itself  felt  in  this 
country  but  it  is  hardly  likely  that  the  reaction  upon  annuities 
will  be  so  pronounced  here,  as  in  Europe.  It  may  even  be  com- 
pletely neutralized  by  the  presence  of  larger  accumulations  of 
capital  arising  out  of  our  present  prosperity. 
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Liberation  of  Capital  fob  Present  Ube 
An  important,  but  lees  well  known,  application  of  the  annuity 
is  to  the  problem  of  liberating  for  the  urgent  needs  of  the  present, 
capital  that  would  otherwise  be  held  invested  because  of  the 
income  it  produces.  An  excellent  example  taken  from  the  literature 
of  a  company  that  has  made  a  specialty  of  the  annuity  business, 
will  serve  to  make  this  application  clear: 

A  father,  69  years  of  age,  had  two  sods,  one  a  lawyer,  age  27,  and  the  other 
a  doctor,  age  29.  Each  was  struggling  to  build  up  a  practice  in  London.  The 
father  realized  that  his  boys  were  then  more  in  need  of  financial  assistance  than 
they  were  likely  to  be  in  later  years  after  he  had  passed  away.  His  income,  about 
£400  a  year,  derived  from  investment  of  £12,000,  was  just  sufficient  to  meet  his 
own  requirements.  If  he  gave  his  sons  any  of  the  capital  he  reduced  his  own 
income.  He  solved  the  difficulty  by  purchasing  an  annuity  of  £400  payable  £100 
a  quarter.  This  cost  him  about  £3,184  of  his  capital.  The  balance  of  £8,816  he 
equally  divided  between  his  eons,  enabling  the  doctor  to  move  to  Harley  Street, 
and  the  lawyer  to  secure  a  remunerative  partnership. 

It  is  safe  to  predict  that  the  application  of  the  annuity  thus 
to  liberate  funds  for  present  application  that  would  otherwise  be 
held  invested  until  the  death  of  the  benefactor,  will  become  more 
extensive  as  the  public  becomes  familiar  with  the  possibilities 
offered  by  the  annuity  contract. 

Annuitant  Mortality 

Annuitants  are  proverbially  long-lived.  The  reasons  therefor 
are  not  far  to  seek.  In  the  first  place,  only  those  who  feel  assured 
of  a  good  chance  of  living  to  old  age  are  likely  to  apply  for  annuities. 
This  self-selection  on  the  part  of  annuitants  is  marked.  It  is 
indicated  by  the  fact  that  the  mortality  among  a  group  of  annuitants 
who  have  recently  purchased  their  contracts  is  much  lower  than 
the  mortality  among  a  group  of  annuitants  of  the  same  age  who  have 
held  their  contracts  for  a  longer  period. 

A  similar  phenomenon  occurs  in  the  field  of  life  insurance 
where  the  applicants  for  insurance  policies  are  medically  examined 
before  acceptance.  It  is  found  that  the  mortality  among  policy- 
holders who  have  recently  become  insured  is  lower  than  the  mor- 
tality among  policyholders  of  the  same  age  who  have  been  insured 
for  a  longer  period.  There  is  no  medical  examination  required  of 
the  prospective  annuitant,  but  his  "self -selection"  produces  the 
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same  kind  of  effect  as  does  a  rigid  medical  examination  of  the  pro- 
spective insurance  policyholder. 

In  the  second  place,  the  condition  created  by  the  very  existence 
of  the  annuity  tends  to  the  longevity  of  the  annuitant.  The 
annuity  eliminates  all  worry  as  to  the  safety  of  the  investment.  At 
best,  the  man  or  woman  who  is  solely  dependent  upon  the  income 
from  invested  funds  cannot  be  free  from  anxiety  as  to  the  safety  of 
the  income  or  of  the  principal.  There  is  always  a  possibility  of  loss 
from  trade  depressions,  labor  crises,  war  or  rumors  of  war.  When 
an  investment  is  made  in  an  annuity  in  a  well-established  company, 
the  income  is  rendered  as  secure  as  it  is  humanly  possible  so  to  do. 
A  great  financial  institution  guarantees  the  payment  of  that  income, 
and  there  is  the  additional  safeguard  that  the  state  governments 
create  departments  whose  duty  it  is  to  supervise  the  companies  and 
to  conserve  the  interests  of  all  who  hold  their  contracts.  The  entire 
absence  of  anxiety  is  one  of  the  factors  tending  to  the  extraordinary 
longevity  of  annuitants. 

One  striking  characteristic,  invariably  shown,  is  that  female 
annuitants  possess  vitality  superior  to  that  of  male  annuitants. 
It  is  on  this  account  that  an  annuity  on  a  male  life  costs  leas  than 
a  similar  annuity  on  a  female  life. 

Another  characteristic  of  annuitant  mortality  is  that,  with 
but  slight  exception,  each  successive  mortality  table  that  has 
appeared,  has  shown  a  decrease  in  the  mortality  rates.  This  is 
particularly  true  of  the  tables  based  upon  female  annuitants. 
Under  life  insurance  contracts,  an  improvement  in  vitality  is  a  source 
of  gain,  since  every  death  claim  deferred  provides  opportunity  for 
premium  and  interest  income  to  build  up  the  fund  with  which  the 
claim  will  ultimately  be  met.  In  the  case  of  annuity  contracts, 
however,  the  improvement  in  vitality  is  a  source  of  loss  against 
which  the  companies  must  carefully  safeguard  themselves. 

The  British  government,  which  sells  annuities  in  connection 
with  the  national  debt,  made  a  costly  error  at  the  inauguration 
of  its  annuity  transactions.  One  of  the  earliest  of  the  mortality 
tables  to  come  into  general  use  was  the  Northampton  Table, 
published  in  1783.  This  table  was  adopted  by  at  least  one  life  in- 
surance company  as  a  basis  for  computing  insurance  premium  and 
owing  to  the  high  rates  of  mortality  shown  by  the  table,  the  insurance 
contracts  yielded  the  company  a  handsome  profit.    Because  of  the 
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prestige  thus  gained  for  the  Northampton  Table,  it  was  adopted  as 
a  basis  of  calculation  when  the  British  government  undertook  the 
sale  of  annuities.  The  result  was  a  heavy  loss,  since  the  high  rates  of 
mortality  produced  exactly  the  opposite  effect  under  the  annuities 
from  what  they  had  produced  under  the  life  insurance  contracts. 

In  discussing  the  annuity  rates  of  American  and  British  com- 
panies, mention  was  made  of  the  fact  that  the  rate  of  mortality  is 
higher  among  British  annuitants  than  among  American  annuitants. 
This  result  may  possibly  be  attributed  to  a  greater  salubrity  of  the 
climate  in  America.  Or  it  may  be  attributed  in  some  measure  to 
the  fact  that  in  Great  Britain,  annuities  are  frequently  purchased 
under  the  terms  of  wills,  so  that  there  is  less  opportunity  for  self- 
selection  on  the  part  of  the  annuitants.  It  is  claimed  that  a  larger 
proportion  of  inferior  lives  is  therefore  included  among  the  British 
annuitants  than  is  the  case  in  this  country  where  most  of  the 
annuity  business  arises  from  those  who  voluntarily  purchase  their 
own  annuities. 

Apropos  to  the  subject  of  annuitant  mortality,  it  is  interesting 
to  "note  that  a  few  companies  have  adopted  the  plan  of  selling 
annuities  on  more  favorable  terms  to  those  who,  upon  medical 
examination,  are  found  to  be  in  impaired  health.  This  practice 
opens  up  an  extensive  field  for  development.  In  particular,  it  af- 
fords opportunity  for  the  physician  to  exercise  his  skill  in  appraising 
the  life  risks  presented  for  his  judgment. 

Annuities  with  Pahticipatton 

Withiq  the  last  two  years,  an  eminent  actuary,  not  directly 
connected  with  any  life  insurance  company,  has  urged  that  insurance 
companies  operating  on  the  mutual  plan  should  allow  annuity 
contracts  to  participate  in  the  surplus  that  may  be  derived  from  the 
annuity  business.  He  claims  that  the  granting  of  participation 
would  do  much  to  popularise  annuities  and  to  enable  them  to  render 
a  more  extensive  service  than  is  now  the  case.  The  problem  is 
interesting,  and  has  occasioned  much  discussion  among  the  actuaries 
of  the  companies.  As  yet,  it  can  hardly  be  stated  that  a  final  decision 
has  been  reached.  It  will,  however,  be  of  interest  to  review  some 
of  the  non-technical  aspects  of  the  case. 

In  the  first  place,  it  is  generally  conceded  that  there  is  no  sound 
reason  why  a  company  operating  on  the  mutual  plan  should  deprive 
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annuitants  of  any  annuity  surplus  which  can  with  safety  and  with 
satisfaction  to  the  annuitants,  be  distributed  among  them.  As  a 
prerequisite,  however,  it  is  essential  that  annuity  premiums  should 
be  adequate  to  meet  all  claims  and  expenses  pertaining  to  the 
annuity  group  and  at  the  same  time  to  provide  a  reasonable  margin 
of  safety  to  guard  against  unforeseen  contingencies.  It  is  a  sound 
principle  that  the  annuitant  group  in  an  insurance  company  should 
be  financially  sufficient  unto  itself.  Not  to  make  adequate  provision 
to  that  end,  would  be  to  inject  an  element  of  injustice  into  the 
operation  of  the  company. 

In  order  to  compute  annuity  premiums,  the  companies  adopt 
a  conservative  rate  of  interest  and  a  mortality  table  that,  so  far 
as  can  be  foreseen,  will  not  understate  the  vitality  of  the  annuitants. 
But  in  this  choice  of  a  conservative  mortality  table  there  is  the 
difficulty  that,  with  but  slight  exception,  each  successive  annuitant 
table  that  has  been  published  has  indicated  an  improvement  in  the 
vitality  of  annuitants.  It  is  doubtful,  therefore,  whether  any 
existing  table  correctly  measures  the  vitality  of  future  annuitants. 
Since  an  improvement  in  the  vitality  of  annuitants  is  a  source  of 
loss,  it  is  of  prime  importance  that  a  margin  of  safety  be  included 
in  the  annuity  premium  to  guard  against  abnormal  longevity. 

One  of  the  means  by  which  this  margin  of  safety  may  be 
obtained  is  through  the  assumption  of  a  relatively  low  rate  of  in- 
terest, say  3$  per  cent,  when  in  reality  a  higher  rate,  say  4  J  per  cent, 
may  reasonably  be  anticipated.  No  actuary  would  voluntarily 
choose  this  method  for  the  scientific  computation  of  the  desired 
margin  of  safety.  But  he  has  been  practically  forced  to  adopt 
the  method  by  the  state  laws  which  compel  the  computation  of 
annuity  reserves  upon  the  basis  of  an  interest  rate  not  exceeding 
3)  per  cent.  This  condition  at  once  suggests  that  the  laws  should 
be  changed  and  that  the  official  valuation  rate  of  interest  should 
be  increased.  Undoubtedly  this  change  would  constitute  a  step 
in  the  right  direction,  since  it  would  permit  of  the  scientific  com- 
putation of  the  margin  of  safety.  Annuity  premiums  computed 
in  this  scientific  manner  would  probably  differ  from  the  rates  now 
in  use,  but  it  is  doubtful  whether  the  change  would  result  in  a 
uniform  lowering  of  the  premium.  It  would  probably  result  in  an 
increase  at  certain  ages  and  a  decrease  at  other  ages,  but  in  a  man- 
ner such  that  the  aggregate  annuity  premiums  received  by  the 
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companies  would  differ  but  slightly  from  those  now  received. 
This  belief  ia  strengthened  by  the  testimony  of  several  companies 
who  have  carefully  investigated  their  annuity  experience,  to  the 
effect  that  through  a  series  of  years  the  gain  arising  from  the  realisa- 
tion of  an  actual  interest  rate  considerably  above  that  assumed  in 
the  premium  computation,  has  been  counterbalanced  by  a  loss 
arising  from  the  superior  vitality  of  the  annuitants. 

Assuming,  however,  that  sufficient  interest  surplus  will  arise 
from  annuity  contracts  to  justify  their  participation  therein,  in 
what  manner  shall  the  distribution  be  made?  Since  the  annuity  re- 
serve upon  which  the  interest  is  earned,  deereases  with  the  lapse  of 
time,  the  interest  surplus  will,  generally  speaking,  likewise  decrease. 
A  decreasing  dividend,  however,  finds  little  favor  with  the  public, 
and  therefore  it  has  been  suggested  that  each  surplus  distribution 
should  be  translated  into  a  uniform  increase  of  the  regular  annuity 
payment  rather  than  be  paid  in  a  cash  sum.  This  suggestion  is  not 
impossible  of  application,  but  its  complete  consideration  would  lead 
us  far  afield  into  a  maze  of  actuarial  symbols. 

Another  problem  still  more  puzzling  than  the  most  satisfactory 
manner  of  distributing  interest  surplus,  is  that  pertaining  to  the 
distribution  of  any  mortality  surplus  which  may  be  realized. 
To  whom  shall  mortality  surplus  be  apportioned?  Certainly  the 
surplus  has  not  been  contributed  by  those  who  have  lived.  It  has 
been  contributed  by  those  who  have  died  prematurely.  Should  the 
distribution  therefore  be  made  to  the  living,  or  to  the  estates  of  the 
deceased?  Each  point  of  view  has  its  advocates.  Some  argue 
that  a  distribution  among  the  living  annuitants  will  tend  to  popu- 
larize annuities,  and  they  relegate  to  a  minor  position,  the  argument 
that  the  living  annuitants  are  the  very  ones  who  have  contributed 
nothing  to  the  mortality  gain.  They  further  attempt  to  support 
their  position  by  the  pseudo-analogy  from  the  realm  of  life  insurance, 
that  the  losses  arising  from  the  excessive  mortality  among  insurance 
policyholders  fall  upon  the  living  who  have  not  caused  the  loss. 
Others  contend  that,  wherever  possible,  gains  and  losses  should  be 
allocated  to  the  sources  from  which  the  gains  or  losses  arise,  and 
that  therefore  the  annuitant  who  invests  in  an  annuity  and  dies 
prematurely  is  entitled  to  have  any  resulting  surplus  returned  to  his 
estate. 

Enough  has  been  said  to  raise  the  question  whether  the  dis- 
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tribution  of  surplus  among  annuitants  would,  after  all,  prove  so 
satisfactory  that  annuities  would  greatly  increase  in  popularity. 
But  even  if  an  entirely  satisfactory  method  of  distribution  were 
available,  the  question  at  the  present  time  is  largely  academic,  since 
in  most  instances,  the  companies  believe  that  their  annuity  premi- 
ums are  barely  more  than  adequate  on  the  present  basis.  If  they 
were  to  render  their  annuities  participating,  it  is  extremely  doubtful 
whether  they  would  do  so  without  raising  their  rates.1  And  it  may 
be  seriously  questioned  whether  the  grant  of  participation,  coupled 
with  an  increase  in  rates,  would  render  annuities  more  attractive  to 
the  public. 

It  has  been  urged  that  if  the  companies  would  vigorously  push 
the  sale  of  annuities  there  would  be  less  to  fear  from  abnormal 
longevity  of  the  annuitants.  We  have  already  made  reference  to  the 
self-selection  exercised  by  amiuitants  in  their  purchase  of  annuities, 
but  it  is  undoubtedly  true  that  if  the  annuity  business  could  be 
greatly  extended  there  would  be  less  to  fear  from  this  self-selection 
and  therefore  less  risk  of  adverse  mortality  experience.  At  the  same 
time,  vigorous  endeavors  to  sell  annuities  involve  larger  commissions 
to  the  agent,  and  provision  therefor  must  be  included  in  the  premium. 

'  For  the  benefit  of  the  technical  reader,  the  following  table  has  been  prepared 
showing  the  percentage  return  on  annuities  in  the  15  American  companies,  taken 
from  the  former  table  on  page  23,  and  also  the  return  upon  annuities  computed 
on  the  following  basis;  (1)  4}  per  cent  interest,  (2)  MeClintoek  Annuitant  Tables 
modified  on  the  select  and  ultimate  principle  by  the  percentages  30,  50,  65,  80  and 
90,  (3)  loading  5  per  cent  of  the  gross  rate.  The  net  premiums  on  the  above 
basis  were  obtained  by  a  third-difference  interpolation  formula  from  the  table 
on  page  281,  of  Vol.  16,  of  the  Transactions  of  the  Actuarial  Society  of  America. 
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9.21 
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8.65 
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11.94 
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19.75 

17.60 

17.10 

It  is  evident  from  this  tabulation  that  the  margin  of  safety  in  the  premiums 
now  in  use  by  the  companies  is  not  excessive.  Since  the  interest  assumed  in  the 
computation  of  the  specimen  rates  is  H  per  cent,  the  margin  of  safety  depends 
almost  entirely  upon  the  precarious  mortality  element.  It  is  not  difficult  to 
understand  why  the  companies  are  loath  to  jeopardise  that  margin  by  granting 
participation  without  simultaneously  increasing  their  rates. 
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In  other  words,  the  tendency  toward  a  lowering  of  the  premium 
might  be  largely  offset  by  the  provision  for  the  larger  commission 
required  to  popularize  annuities,  to  such  an  extent  that  the  mortality 
rate  would  be  sensibly  increased.  The  whole  problem  is  complex, 
and  the  paths  have  been  so  little  trodden  that  it  is  doubtful  whether 
the  companies  will  see  their  way  clear  to  grant  participating  life 
annuity  contracts.  Their  hesitation  does  not  arise  from  any 
desire  to  deprive  the  annuitant  of  anything  that  is  rightfully  his. 
It  is  due  to  an  honest  doubt  whether  participation  can,  without 
loss,  be  granted  under  circumstances  that  will  be  of  real  benefit  to 
the  annuity  business  as  a  whole. 

Variations  of  the  Regular  Annuity 
Thus  far  we  have  confined  our  discussion  to  the  regular  life 
annuity.  Before  leaving  the  subject,  however,  mention  should  be 
made  of  the  so-called  "complete"  annuity.  Under  the  regular  . 
annuity,  the  last  of  the  periodical  payments  is  made  on  the  regular 
payment  date  immediately  preceding  the  death  of  the  annuitant. 
Under  the  complete  annuity,  such  proportion  of  the  annuity  pay- 
ment as  may  have  accrued  up  to  the  date  of  death  is  paid  to  the 
estate  of  the  annuitant.  This  feature  is  included  regularly  in  the 
annuities  of  but  four  of  the  large  American  companies,  whereas 
it  is  very  generally  included  in  the  annuities  of  British  companies. 
Many  annuitants  prefer  the  complete  annuity,  since  it  provides  a 
fund  at  death  that  will  assist'  in  the  payment  of  indebtedness  that 
may  have  been  incurred  subsequent  to  the  last  regular  annuity 
payment.  The  complete  feature  increases  the  price  of  the  annuity, 
particularly  at  the  older  ages,  and  in  making  comparison  between 
the  rates  of  different  companies,  care  should  be  taken  to  investigate 
whether  the  annuities  are  alike  in  this  respect. 

Another  variation  of  the  regular  annuity  provides  that  if  the 
annuitant  dies  before  the  annuity  payments  have  amounted  to  the 
purchase  price,  the  balance  will  be  paid  to  the  annuitant's  estate. 
It  follows,  of  course,  that  the  premium  for  an  annuity  of  this  nature 
is  greater  than  for  an  annuity  without  the  return-premium  feature. 

The  Joint  Life  Annuity 
The  joint  life  annuity  is  an  extension  of  the  annuity  principle 
to  cover  a  status  involving  the  continuance  of  more  than  one  life. 


,y  Google 


32  The  Anwals  or  the  American  Academy 

A  typical  illustration  is  that  of  an  annuity  payable  as  long  as  either 
a  husband  or  wife  shall  live.  In  actual  practice,  annuities  involving 
more  than  two  lives  are  seldom  issued,  though  the  actuary  is 
prepared  to  compute  rates  for  practically  any  combination  that  may 
be  devised. 

The  Deferred  Annuity 

An  annuity  of  much  value  is  the  deferred  annuity.  The  first 
payment  under  this  annuity  is  deferred  for  a  period  of  years,  say 
to  the  end  of  the  annuitant's  income-earning  period.  It  may  be 
purchased  by  a  single  premium  or  by  a  series  of  premiums.  Upon 
the  death  of  the  annuitant  the  contract  terminates.  For  an 
additional  premium,  provision  may  be  made  for  the  return,  upon 
the  death  of  the  annuitant,  of  such  part  of  the  premiums  as  may  not 
have  been  returned  in  annuity  payments. 

The  deferred  annuity  is  particularly  adapted  to  men  and 
women,  without  present  or  prospective  dependents,  who  desire  to 
provide  during  their  income-earning  period  against  possible  depend- 
ency in  old  age.  There  is  no  more  economical  manner  in  which  this 
provision  may  be  made;  though  it  is  essential  if  there  be  depend- 
ents, that  the  deferred  annuity  should  be  supplemented  by  addi- 
tional provision  for  their  support.  To  meet  this  latter  contingency, 
contracts  involving  both  the  annuity  principle  and  the  insurance 
principle  have  been  developed. 

The  Reversionary  Annuity 

One  of  these  combination  contracts  developed  to  meet  the 
demand  for  a  method  of  protecting  a  dependent  in  the  event  of  the 
death  of  the  breadwinner,  is  the  reversionary  annuity  which  provides 
for  the  payment  of  a  life  annuity  to  a  beneficiary  commencing  upon 
the  death  of  a  designated  person  known  as  the  insured. 

For  example,  a  son  may  employ  the  reversionary  annuity  to 
insure  a  life  income  to  his  mother,  should  she  outlive  him.  The 
contract  may  be  paid  for  by  a  single  premium  or  by  a  limited  number 
of  annual  premiums,  continuing,  however,  only  so  long  as  the 
mother  and  son  both  live.  Upon  the  death  of  the  son,  the  annuity 
payments  to  the  mother  commence.  Should  the  mother  die 
before  the  son,  the  contract  terminates  and  all  premiums  paid  are 
forfeited. 
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Where  there  is  a  considerable  difference  in  the  ages  of  the 
insured  and  beneficiary,  the  reversionary  annuity  renders  its 
greatest  service,  and  under  these  circumstances  it  is  well  adapted  to 
the  protection  of  the  older  of  the  two  lives  in  the  event  of  the  death 
of  the  younger.  Where  the  ages  are  more  nearly  equal,  however,  or 
where  the  beneficiary  is  younger  than  the  insured,  the  reversionary 
annuity  possesses  many  weaknesses. 

In  the  first  place,  it  is  the  experience  of  all  life  insurance  com- 
panies that  the  beneficiary  originally  designated  under  a  contract 
is  frequently  not  the  beneficiary  who  finally  receives  the  benefits 
under  the  contract.  The  original  beneficiary  may  die  and  be  re- 
placed by  another,  or  may  be  changed  because  of  completely 
altered  conditions.  Under  the  reversionary  annuity  the  beneficiary 
-  cannot  be  changed.  If  the  original  beneficiary  dies,  the  contract 
falls,  and  another  beneficiary  cannot  be  substituted.  The  incon- 
venience caused  by  this  condition  is  intensified  by  the  fact  that 
reversionary  annuities  are  issued  only  upon  medical  examination  of 
the  person  upon  whose  death  the  annuity  is  to  commence.  It  is 
therefore  impossible  to  enter  into  anew  contract  with  a  new  bene- 
ficiary, without  submitting  again  to  medical  examination;  and  it  is 
obvious  that  the  health  of  the  insured  may  have  deteriorated  to  such 
an  extent  that  he  will  not  be  accepted  by  the  company. 

In  the  second  place,  the  reversionary  annuity  fails  to  make 
adequate  provision  for  dependents,  as  for  example  children  who 
may  be  living  at  the  death  of  the  insured,  but  who  were  not  included 
in  the  original  contract.  If  a  man  should  protect  his  wife  by  a 
reversionary  annuity  and  upon  his  death  should  be  survived  by  the 
widow  and  by  one  or  more  children,  the  children  would  receive  bene- 
fit from  the  annuity,  only  during  the  lifetime  of  the  mother  since 
the  payments  would  cease  immediately  upon  her  death. 

In  the  third  place,  the  reversionary  annuity,  as  commonly 
issued,  makes  no  provision  for  the  old  age  of  the  insured  himself. 
If  a  man  should  designate  his  wife  as  the  beneficiary  under  a  rever- 
sionary annuity,  and  should  reach  old  age  with  insufficient  resources 
to  render  him  independent,  his  wife  would  Buffer  with  him,  since 
the  annuity  feature  of  the  contract  becomes  operative  only  upon  his 
death.  This  weakness  of  the  reversionary  annuity  would  be 
removed  if,  in  addition  to  paying  a  life  annuity  to  the  benefieiary 
upon  the  death  of  the  insured,  the  contract  were  enlarged  by  the 
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inclusion  of  a  deferred  annuity  feature  to  provide  for  the  payment 
of  a  life  annuity  to  the  insured  to  commence  when  he  attains  a  given 
age,  say  age  60  or  65.  But  even  with  this  enlargement,  the  contract 
would  be  weak  in  that  the  beneficiary  could  not  be  changed  and 
in  that  those  dependent  upon  the  insured  who  were  not  bene- 
ficiaries under  the  contract  would  be  left  in  a  precarious  condition 
upon  the  death  of  the  insured. 

In  the  fourth  place,  if  it  should  be  desired  to  terminate  the 
contract  the  reversionary  annuity  possesses  no  cash  surrender 
value. 

Thb  Monthly  Income  Policy 

The  analysis  of  the  reversionary  annuity  leads  to  the  con- 
sideration of  a  modified  form  of  the  same  contract — the  monthly 
income  policy.  The  monthly  income  policy  remedies  in  large 
measure  the  weakness  discovered  in  the  reversionary  annuity.  In 
the  first  place,  the  income  payable  upon  the  death  of  the  insured 
under  a  monthly  income  policy  is  payable  monthly  for  a  fixed 
number  of  years  certain  and  thereafter  during  the  remaining  life- 
time of  the  beneficiary.  By  the  phrase  "fixed  number  of  years 
certain  "  it  is  meant  that  when  the  income  becomes  payable  by  the 
death  of  the  insured,  the  income  during  the  so-called  "period 
certain"  is  guaranteed  irrespective  of  the  life  of  the  beneficiary. 
On  this  account,  it  is  possible  to  change,  ad  libitum,  the  bene- 
ficiary  who  shall  receive  the  "income  certain";  and  as  the 
"period  certain"  i»  frequently  twenty  years,  the  privilege  is  a 
valuable  one.  The  income  payable  after  the  expiration  of  the 
period  certain  is  usually  payable  only  during  the  lifetime  of  the 
beneficiary  originally  designated.  The  monthly  income  policy 
therefore  solves  in  large  degree,  the  difficulty  inherent  in  the 
reversionary  annuity  contract,  that  the  beneficiary  cannot  be 
changed.  There  still  remains,  however,  the  difficulty  in  changing 
the  beneficiary  who  shall  receive  the  life  income  after  the  period 
certain  has  expired. 

Another  immense  improvement  of  the  income  policy  upon  the 
reversionary  annuity  is  that  it  protects  any  children  who  may  be 
living  at  the  death  of  the  insured.  The  fact  that  the  income  is 
payable  certainly  for  say  twenty  years,  insures  that  the  children 
will  receive  an  income  until  they  have  acquired  an  education  and 
have  become  eelf -supporting. 
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Furthermore,  the  monthly  income  policy  possesses  a  cash 
surrender  value  based  upon  insurance  value  of  the  income  payable 
during  the  period  certain;  whereas,  as  we  have  noted,  the  reversion- 
ary annuity  makes  no  provision  for  cash  surrender. 

The  most  complete  form  of  monthly  income  policy  adds  to  the 
one  just  described,  a  further  provision  under  which  the  income 
commences  upon  the  insured's  living  a  specified  number  of  years, 
or  say  to  age  60  or  65.  In  this  event,  the  income  is  paid  to  the 
insured  during  his  remaining  lifetime,  and  after  his  death  to  the 
beneficiary,  with  a  guarantee,  similar  to  the  foregoing,  that  pay- 
ments for  a  period  certain  will  be  made  if  both  the  insured  and 
beneficiary  die  during  the  period.  If  the  insured  dies  before  the 
date  when  his  income  is  due  to  commence,  the  income  is  paid  to 
the  beneficiary  for  life,  with  the  guarantee  of  the  income  for  a 
period  certain.  This  contract  is  adapted  to  furnish  complete  pro- 
tection to  a  husband  and  wife,  and  also  protection,  during  minority, 
to  any  children  living  at  the  death  of  the  insured  or  at  the  time 
the  income  to  the  insured  commences. 

The  premium  for  each  of  these  monthly  income  policies  de- 
pends upon  the  age  of  the  insured  and  of  the  beneficiary.  If  the 
policy  is  paid  for  by  periodical  premium  payments,  the  additional 
premium  charged  for  the  life  income  to  the  beneficiary  beyond  the 
period  certain,  is  discontinued  upon  the  death  of  the  beneficiary 
during  the  premium-paying  period. 

An  Illustration 
A  concrete  example  will  serve  to  illustrate  the  great  service 
rendered  by  the  last  described  monthly  income  policy.  Take 
the  case  of  a  husband  and  wife  aged  35  and  30  respectively.  The 
first  provision  the  husband  desires  to  make  is  for  the  protection  of 
his  wife  and  children  should  he  die  prematurely,  say  before  age  65. 
The  policy  therefore  stipulates  that  if  the  insured  dies  within  30 
years,  a  monthly  income  of  say  $50  will  be  paid  to  the  widow  as  long 
as  she  shall  five,  with  the  guarantee  that  whether  she  lives  or  not, 
at  least  240  monthly  payments  of  $50  each— that  is,  $12,000  in  all- 
will  certainly  be  paid.  This  guarantee,  covering  the  period  certain, 
will  furnish  an  income  during  the  minority  of  any  children  living 
at  the  death  of  the  insured.  The  second  provision  the  husband 
desires  to  make  is  for  a  monthly  income  payable  during  the  old  age  of 
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his  wife  and  himself.  The  policy  therefore  stipulates  that  if  the 
insured  lives  30  years,  a  monthly  income  of  $50  will  thereafter  be 
paid  to  him  as  long  as  he  shall  live  and  then  upon  his  death  to  his 
wife  as  long  as  she  shall  live,  with  the  same  guarantee  as  before, 
that  240  monthly  installments  of  $50  each  will  certainly  be  paid, 
whether  or  not  the  insured  or  his  wife  lives  to  receive  them.  Ac- 
cording to  the  rates  of  a  company  which  issues  this  policy,  the 
annual  premium  therefor  on  the  basis  of  a  monthly  income  of  $50 
is  $341.10.  This  premium  is  payable  for  30  years,  or  until  the 
-prior  death  of  the  insured,  and  will  be  reduced  each  year  by  the 
annual  distribution  of  surplus.  If  the  beneficiary  dies  during  the 
premium-paying  period,  the  yearly  premium  will  be  reduced  to 
$297.45,  which  in  turn  will  be  reduced  as  in  the  previous  instance  by 
the  annual  distribution  of  surplus. 

The  Monthly  Income  Option  in  Modern  Life  Insurance 
Policies 

The  most  flexible  adaption  of  the  annuity  principle  to  the 
needs  of  the  public  is  the  provision  in  many  life  insurance  policies 
whereby  the  proceeds  of  the  policy,  when  the  policy  becomes  a 
claim,  may  be  paid  to  the  beneficiary  in  the  form  of  a  monthly 
life  income,  the  amount  of  which  is  determined  by  the  age  of  the 
beneficiary  at  the  time  the  proceeds  of  the  policy-  become  payable. 
There  is  usually  a  provision  that  the  income  shall  continue  for  a 
period  certain,  say  10  or  20  years,  whether  or  not  the  beneficiary 
lives  to  receive  the  income  payments.  The  difference  between  this 
policy  and  the  monthly  income  policy,  is  that  the  premium  provides 
for  the  payment  of  a  definite  cash  sum,  which  when  it  falls  due  may 
be  applied  to  purchase  a  life  income,  the  amount  of  which  will 
depend  upon  the  then  attained  age  of  the  beneficiary,  whereas  the 
premium  charged  for  the  monthly  income  policy  takes  into  account 
the  age  of  the  beneficiary  at  the  time  the  policy  is  issued  and  provides 
for  an  income  to  the  beneficiary  of  a  fixed  amount,  without  reference 
to  tile  age  attained  by  the  beneficiary  when  the  policy  becomes  a 
claim.  The  regular  insurance  policy  admits  of  complete  freedom 
as  to  change  of  beneficiary  whereas,  as  we  have  seen,  the  monthly 
income  policy,  in  this  respect,  is  somewhat  restricted. 

The  income  provision,  either  in  the  monthly  income  policy  or  in 
the  monthly  income  option,  is  one  of  the  most  important  develop- 
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ments  during  recent  years  in  the  insurance  field.  The  provision 
guarantees  that  the  insurance  money  left  to  the  beneficiary  will 
actually  accomplish  what  it  is  intended  that  it  should  accomplish. 
The  life  insurance  companies  know  only  too  well  how  frequently 
the  proceeds  of  policies  are  lost  through  unwise  investment;  how 
frequently  the  beneficiary  becomes  a  prey  of  the  speculator  who 
paints  glowing  pictures  of  tremendous  profits.  The  monthly  income 
provision  is  an '"  insurance  of  the  insurance."  It  renders  certain 
that  the  prime  object  of  the  insurance  will  be  realized,  namely,  the 
protection  of  the  beneficiary  after  the  death  of  the  breadwinner. 

Conclusion 
The  annuity  principle  is  rapidly  becoming  mora  and  more  a 
vital  factor  in  our  social  system.  Whether  it  be  purchased  by  a 
single  premium  and  be  in  the  form  of  an  income  to  commence  a 
month  hence,  or  whether  it  be  purchased  by  a  series  of  yearly 
premiums  and  be  in  the  form  of  a  life  income  to  commence  upon  the 
happening  of  some  future  contingency,  as,  for  example,  the  death 
of  the  breadwinner,  the  annuity  method  is  the  surest  method  by 
which  anyone  can  be  provided  with  a  guaranteed  life  income. 
Incidentally,  it  is  the  method  which  will  provide  the  maximum 
guaranteed  life  income  for  the  outlay  of  a  given  sum. 
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INSURANCE  ON  SUB-STANDARt>  LtVES 

By  Ahthob  Hunter,  F.F.A.,  F.A.S., 

Actuary,  New  York  life  Insurance  Company;  President,  Actuarial 
Society  of  America. 

Certain  types  of  persona  who  apply  to  insurance  companies 
are  known  as  sub-standard,  under-average,  impaired,  or  invalid 
lives.  These  lives  do  not  come  up  to  the  standard  which  is  required 
by  the  companies  to  entitle  the  applicants  to  policies  at  the  usual 
rate  of  premium  under  their  regular  forms  of  insu  ance.  It  would 
be  impossible  to  lay  down  an  exact  definition  of  a  substandard 
risk,  because  one  company  with  liberal  methods  of  selection  might 
accept  an  applicant  as  a  standard  life  while  another  company  with 
a  stringent  selection  might  treat  him  as  a  sub-standard  risk,  or 
decline  to  issue  a  policy.  So  far  as  each  individual  company  is 
concerned,  however,  it  may  be  said  that  a  sub-standard  risk  is  one 
on  which  a  company  has  refused  to  grant  a  policy  on  any  terms, 
has  charged  an  extra  premium,  has  advanced  the  age,  has  imposed 
a  lien,  or  has  otherwise  adversely  modified  the  usual  terms  of  the 
contract.  The  great  majority  of  companies  either  accept  or  decline 
an  applicant  for  insurance,  while  a  few  insure  a  goodly  proportion 
of  the  Bub-standard  lives  under  plans  which  suit  the  conditions  and 
conform  to  the  valuation  placed  on  the  risk  by  the  medical  depart- 
ment. 

Types  or  Sub-Standard  Lives 
Sub-standard  lives  consist  generally  of  the  following: — 

1.  Persons  who  are  suffering  from  a  serious  disease. 

2.  Persons  who  have  had  a  history  of  a  serious  disease,  or  have  had  certain 

major  operations. 

3.  Persons  with  an  unfavorable  physical  condition,  including  thoae  whose 

blood  pressure  or  urine  is  abnormal. 

4.  Persons  who  in  the  past  have  had  attacks  of  ailments  not  usually  con- 

sidered serious. 

5.  Persons  who  have  had  an  unfavorable  personal  history  of  ailments  not 

of  major  importance  which  may  be  liable  to  recur. 

6.  Persons  whose  habits  as  to  alcohol  have  been  bad  in  the  past,  who  occa- 

sionally drink  to  excess,  who  have  taken  a  cure  for  alcoholism,  or  who 
drink  freely  but  not  to  the  point  of  intoxication  at  the  present  time. 
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7.  Persona  with  a  shortlived  family  history,  with  a  family  history  of  some 

hereditary  disease,  or  with  a  hereditary  predisposition  to  a  serious  disease. 

8.  Persons  whose  build  differs  so  much  from  the  average  that  past  experi- 

ence warrants  the  expecting  of  a  higher  mortality  among  them.    This 
coven  persons  who  are  overweight  and  those  who  are  underweight. 

9.  Persons  in  hazardous  or  semi-haxardous  occupations. 
10.  Persons  living  in  unhealthy  localities. 

Id  the  foregoing  list  would  appear  persons  with  such  serious 
impairments  that  they  would  not  be  accepted  by  insurance  com- 
panies on  any  terms.  These  generally  consist  of  persons  actively 
diseased,  such  as  those  now  suffering  with  tuberculosis,  cancer,  or 
diabetes;  also  persons  with  serious  forms  of  heart  trouble. 

The  necessity  for  plans  to  meet  the  needs  of  sub-standard 
risks  can  be  realized  from  the  fact  that  10  per  cent  of  the  applicants 
for  insurance  are  not  considered  by  the  companies  as  standard  lives. 

Histoey  of  Sub-Standard  Insurance 
The  necessity  of  providing  insurance  fov  sub-standard  Uvea 
was  early  recognised,  but  it  iB  only  within  very  recent  years  that 
the  necessary  plans  have  been  put  into  effect  by  strong  companies 
in  the  United  States  to  meet  the  needs  of  such  risks.  In  1865  the 
Universal  Insurance  Company,  a  New  York  corporation,  was 
stated  by  Elizur  Wright,  the  Insurance  Commissioner  of  Massa- 
chusetts, to  have  plans  for  insuring  at  advanced  rates  the  lives 
rejected  by  other  offices.  About  the  same  time  other  companies 
made  the  same  announcement,  but  neither  they  nor  the  Universal 
succeeded  in  making  a  success  of  that  business;  in  fact,  every  com- 
pany failed  which  engaged  in  the  insuring  of  under-average  Uvea  in 
these  early  days  of  life  insurance.  In  1892  the  Life  Insurance 
Clearing  Company  of  St.  Paul  was  organized  for  the  insurance  of 
sub-standard  lives  exclusively,  but  after  a  brief  existence  it  was 
reinsured.  Its  plans  were  not  attractive.  Another  company, 
the  Security  Trust  Company,  was  organized  in  Philadelphia  in 
1896,  and  obtained  considerable  "rejected"  business  from  the 
agents  of  other  companies.  It  is  needless  to  take  up  the  reasons 
for  its  lack  of  financial  success;  suffice  to  say  that  it  also  had  to  be 
reinsured. 

The  first  successful  attempt  in  this  country  to  do  under-average 
business  was  made  by  the  New  York  Life  Insurance  Company  in 
1896.    At  the  end  of  twenty  years  it  has  over  $300,000,000  of  such 
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business  on  its  books,  and  has  paid  over  $40,000,000  to  death  losses. 
The  Equitable  Life  Assurance  Society  also  undertakes  this  form 
of  insurance,  and  has  over  seventy  millions  of  this  business  in 
force.  Another  company  which  does  both  industrial  and  ordinary 
business  had  about  forty  millions  of  insurance  in  force  in  its  under- 
average  class,  in  addition  to  a  considerable  amount  of  business  on 
lives  in  semi-hazardous  occupations  which  were  placed  in  the  inter- 
mediate class.  Other  companies,  not  so  large  as  these  three,  have 
also  plans  for  granting  insurance  to  sub-standard  lives.  In  Great 
Britain  several  of  the  early  endeavors  to  treat  impaired  lives  equita- 
bly met  with  success,  so  that  there  are  a  number  of  companies  which 
have  .carried  on  that  business  many  years,  one  company  for  more 
than  ninety  years. 

The  Need  fob  Equitable  Plans 
The  foregoing  figures  indicate  that  the  need  for  this  kind  of 
insurance  is  very  great.  A  conservative  measure  may  be  obtained 
by  assuming  that  5  per  cent  of  all  the  applications  for  insurance 
are  declined  by  companies,  and  could  safely  be  covered  under  sub- 
standard policies.  This  would  mean  that  during  the  year  1916 
applications  for  about  (115,000,000  of  insurance  had  been  refused 
protection  during  that  year. 

An  idea  may  be  obtained  of  the  types  of  risks  which  are  received 
by  a  company  transacting  sub-standard  business  from  the  following 
table,  in  which  the  cases  appear  according  to  their  importance: 

Overweight 

Tuberculoma  in  family  history 

Albumin,  intermittent  or  constant 

Heart  murmur 

Underweight  at  young  ages 

Occasional  alcoholic  excesses 

History  of  cured  tuberculosis,  blood  ■pitting,  consolidation  of  lungs,  eta. 

History  of  inflammatory  rheumatism 

History  of  renaj  colic,  gravel,  hepatic  colic,  gall  stones,  etc. 

Fragile,  not  robust,  anaemic 

History  of  malarial  fever,  or  chills  and  fever 

History  of  gastritis,  or  catarrh  of  stomach 

Irregular  pulse 

Sugar,  intermittent  or  constant 

Goitre 

Rapid  pulse 

History  of  syphilis 
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In  addition  to  the  foregoing,  and  more  numerous  than  any  of 
these  types,  are  occupations  involving  hazard,  such  as  electricians 
handling  live  wires,  saloon  keepers,  firemen  in  city  departments, 
locomotive  engineers  on  railroads,  employes  in  gunpowder  plants, 
grinders  of  glass,  underground  coal  miners,  stone  cutters,  and 
workers  in  compressed  air. 

While  it  is  evident  that  persons  coming  within  the  foregoing 
classes  are  fully  as  much  in  need  of  insurance  as  standard  lives, 
plane  which  would  be  fair  to  the  policyholders  and  to  the  company 
were  developed  very  slowly.  As  already  pointed  out,  it  was  thirty 
years  after  the  first  unsuccessful  attempt  to  insure  under-average 
Uvea  before  a  large  company  undertook  such  business.  This  was 
not  due  to  any  lack  of  enterprise  on  the  part  of  American  insurance 
men,  but  to  the  great  difficulties  in  the  way,  and  to  the  apprehension 
of  failure  based  upon  the  history  of  other  companies.  The  main 
difficulty  was  to  find  reliable  mortality  bases,  which  entailed  a 
knowledge  of  the  mortality  under  the  numerous  types  of  under- 
average  lives.  If  the  companies  had  been  confronted  with  a  few 
main  types,  without  any  complications,  such  as  persons  with  albu- 
minuria, mitral  regurgitant  heart  murmur,  or  glycosuria,  the  diffi- 
culties would  have  been  much  more  readily  solved.  Frequently, 
however,  there  were  other  defects  in  addition  to  the  principal  im- 
pairment. So  far  as  preparing  the  actuarial  plans  for  meeting  the 
extra  hazard,  there  has  been  sufficient  knowledge  on  this  point  for 
the  last  forty  years,  but  there  has  been  very  little  available  material 
until  recent  years  with  regard  to  the  relative  mortality  among  the 
various  groups  of-  impaired,  lives.  Most  of  the  available  material 
until  a  few  years  ago  was  based  on  English  statistics,  and  these  were 
scanty  in  volume. 

Babes  of  Statistics 
The  first  successful  attempt  in  this  country  to  obtain  satis- 
factory statistics  was  made  by  Dr.  Oscar  H.  Rogers,  who  investi- 
gated the  mortality  among  the  declined  cases  of  the  New  York  Life 
Insurance  Company.  These  investigations  were  commenced  in 
1863,  the  records  of  the  declined  cases  for  the  preceding  twenty 
years  being  completed  by  means  of  correspondence  with  agents, 
with  friends,  and  with  salaried  employes  of  the  company.  The 
date  of  death  was  obtained  and  also  a  record  of  the  last  date  on 
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which  the  applicant  was  known  to  be  living.  With  regard  to  the 
cases  which  could  not  be  traced,  it  was  assumed  that  there  would  be 
a  death  rate  among  them  three  times  as  great  as  among  the  cases 
whose  records  had  been  obtained.  It  was  recognized,  however, 
that  because  of  the  different  conditions,  there  might  be  a  different 
incidence  in  mortality  among  the  policyholders  to  whom  sub-stand- 
ard contracts  are  issued  than  among  the  declined  cases.  For 
example,  among  the  declined  applicants  all  those  who  were  refused 
insurance  because  of  drinking  occasionally  to  excess  would  be  under 
observation,  except  those  who  had  moved  to  an  unknown  address. 
On  the  other  hand,  the  persons  to  whom  sub-standard  policies  were 
offered  had  the  right  either  to  accept  or  to  refuse  to  take  them.  If 
the  applicant  thought  the  company  was  too  severe  with  him  he 
would  be  inclined  to  refuse,  while  if  he  felt  that  he  was  obtaining  a 
liberal  policy  from  the  company  he  would  surely  accept.  As  a 
result,  there  would  be  a  selection  against  the  company  by  reason  of 
the  poorer  grade  of  risks  taking  the  offers  of  the  insurance  company. 
A  similar  condition  may  be  noted  in  the  case  of  companies  which 
accepted  certain  "border-line  "risks  on  their  regular  planB  and  found 
by  experience  that  these  risks  should  have  been  granted  sub-stand- 
ard policies.  Most  of  these  types  were  considered  doubtful  by  the 
companies,  and,  accordingly,  a  very  strict  selection  was  maintained 
when  they  were  accepted  as  standard  lives;  that  is  to  say,  only  one 
out  of  every  five  might  have  been  granted  a  policy,  and  therefore 
only  the  best  of  each  type  was  accepted.  When  suitable  provisions 
are  made  for  meeting  the  extra  mortality  there  need  not  be  so  strict 
a  selection,  and  in  that  event  the  group  of  sub-standard  lives  would 
not  prove  to  be  so  high  grade  outside  of  the  impairment  in  question 
as  those  accepted  as  standard  risks. 

The  statistics  giving  the  relative  mortality  among  the  various 
types  of  under-average  risks  are  generally  taken  from  the  following 
sources: 

(a)  The  unpublished  experience  of  individual  companies; 

(b)  The  Specialised  Mortality  Investigation; 

(o)  The  Medico-Actuarial  Mortality  Investigation; 

(d)  The  papers  appearing  in  (1)  the  Traruaetiont  of  the  Actuarial  Society  of 
America;  (2)  the  Proceeding*  of  the  Attociation  of  Life  Insurance  Med- 
ical Director*;  (3)  the  Journal  of  the  InettivU  of  Actuariee;  (4)  the  Trant- 
adiont  of  the  Faculty  of  A&uoriet,  and  the  published  accounts  of  other 
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At  this  point  a  word  should  be  said  with  regard  to  the  Medico- 
Actuarial  Mortality  Investigation.  That  investigation  was  con- 
ducted by  a  committee  composed  of  members  of  the  Actuarial 
Society  of  America  and  the  Association  of  Life  Insurance  Medical 
Directors.  The  data  were  contributed  by  forty- three  American 
and  Canadian  life  insurance  companies,  and  covered  a  period  of 
about  twe-ity-four  years  (1885  to  1909)  on  about  two  million  lives. 
The  report  of  the  committee  appears  in  rive  volumes,  and  covers 
the  relative  mortality  in  ninety-seven  classes  of  occupation  and 
forty-eight  types  of  medical  impairment.  It  also  contains  data 
relating  to  the  influence  of  build  on  mortality,  new  tables  of  height 
and  weight,  standard  tables  of  cause  of  death,  relative  mortality 
in  the  southern  states,  an  extensive  study  of  the  effect  of  alcohol  on 
longevity,  the  influence  of  a  family  history  of  tuberculosis,  and  the 
experience  of  the  companies  in  four  groups  of  women.  These 
reports  are  invaluable  in  assisting  the  companies  to  determine 
whether  a  risk  is  standard  or  sub-standard.  They  also  enable 
experts  to  determine  approximately  the  extra  mortality  which 
should  be  anticipated  on  many  types  of  under-average  lives. 

Method  or  Expressing  the  Relative  Mortality 
In  expressing  the  relative  mortality  the  general  practice  is  to 
use  the  proportion  which  the  mortality  in  the  class  or  group  bears 
to  the  mortality  among  a  ■  corresponding  group  of  standard  lives. 
In  the  Medico-Actuarial  Mortality  Investigation,  for  example,  the 
mortality  experienced  by  the  companies  among  standard  lives  was 
obtained  for  the  various  policy  years  under  groups  of  ages  at  entry. 
The  "expected"  deaths  in  the  various  classes  or  groups  were  then 
calculated  by  multiplying  the  "exposed  to  risk  of  death"  by  these 
seta  of  mortality  ratios.  These  "expected"  deaths  represent  the 
approximate  number  which  Would  have  died  if  all  the  lives  bad  been 
standard.  The  number  of  "actual"  deaths  occurring  in  the  sub- 
standard class  under  investigation  is  then  ascertained,  and  the 
proportion  which  they  bear  to  the  number  of  deaths  by  the  standard 
table  is  the  measure  of  the  relative  mortality.  For  example,  if 
there  were  300  "actual"  deaths  among  a  class  of  persons  who  had  a 
mild  type  of  heart  murmur,  and  if  the  "expected"  deaths  according 
to  the  experience  on  a  corresponding  body  of  standard  lives  would 
have  been  200,  then  the  ratio  of  actual  to  expected  deaths,  or  the 
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relative  mortality,  would  be  150  per  cent, — i.e.,  60  per  cent  in  excess 
of  the  standard  or  of  the  normal. 

Plans  fob  Insurance  or  Sub-Standard  Lives 

There  are  three  requisites  for  a  satisfactory  plan  of  meeting 
the  extra  mortality  on  sub-standard  risks: 

1.  It  must  be  equitable  to  the  sub-standard  policyholders,  and  not  a  burden 

on  the  standard  policyholders,  or  on  the  company  as  a  whole. 

2.  It  must  be  attractive  to  the  applicant*, — that  is,  the  polieiea  moat  be 

saleable. 

3.  It  should  be  equitable  as  between  the  different  types  of  sub-standard  lives. 

The  principal  plans  on  which  sub-standard  risks  are  accepted 
are: 

1.  A  lien  is  imposed  on  the  policy,  thereby  reducing;  the  face  of  the  policy  at 

death,  and  such  hen  is  generally  reducible  by  the  premiums  paid  from 
year  to  year. 

2.  An  extra  premium  is  charged. 

3.  The  premium  is  charged  at  an  advanced  age  instead  of  at  the  true  age. 

4.  The  policy  is  placed  in  a  special  class  ss  to  surplus  or  dividend. 

In  addition  to  the  foregoing,  policies  have  been  issued  on  the 
double  endowment  plan  or  on  modifications  of  it.  Under  double 
endowment  policies  a  short  period  of  years  is  selected,  usually 
twenty  years,  during  which  if  the  insured  dies  his  heirs  receive  one- 
half  of  the  amount  payable  at  the  end  of  the  twenty  years.  It  is 
equivalent  to  an  insured  buying  a  pure  endowment  policy  of  $2,000 
payable  twenty  years  hence  if  he  should  live,  with  a  term  insurance 
policy  of  $1,000  payable  if  he  should  die  during  the  twenty  years. 
The  premium  varies  very  little  by  age,  so  that  whether  an  appli- 
cant is  aged  fifteen  or  fifty-five  at  entry,  the  rates  are  nearly  the 
same.  This  is  accordingly  equivalent  to  assuming  that  a  mortality 
similar  to  that  experienced  at  age  fifty-five  at  entry  may  be  borne 
on  a  young  man  of  say  fifteen.  The  principal  disadvantage  of  this 
form  is  that  the  premiums  paid  considerably  exceed  the  amount 
payable  in  event  of  death  during  the  later  policy  years. 

A  few  companies  in  Great  Britain  issue  policies  without  medical 
examination,  but  a  reduced  amount  of  insurance  is  paid  in  the  early 
policy  years.    This  is  a  modification  of  the  lien  system. 
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Lien  System 

Under  the  lien  plan  the  amount  of  insurance  payable  at  death 
generally  increases  with  the  age  of  the  policy  until  it  equals  the 
face  thereof.  A  notable  exception  to  this  rule  was  made  in  the 
case  of  the  Life  Insurance  Clearing  Company  of  St.  Paul,  which  had 
a  lien  increasing  with  the  advancing  age  of  the  insured.  It  was 
assumed  that  the  dividends  would  be  so  large  that  they  would  not 
only  offset  the  increase  in  lien,  but  rapidly  result  in  its  elimination. 
The  expectation  of  the  founders  of  the  company  was  not  realized. 
A  plan  which  depends  so  largely  on  the  dividends  of  the  future  does 
not  deserve  to  be  popular. 

There  are  many  different  kinds  of  liens.  One  company,  for 
example,  had  Hens  from  $200  to  $900  per  thousand,  reducible  by  the 
premiums  paid,  the  amount  of  the  hen  depending  upon  the  degree 
of  impairment.  Another  company  imposed  liens  the  initial  amount 
of  which  represented  its  published  single  premiums  for  the  whole  of 
life  and  for  ten,  fifteen  and  twenty  year  endowment  insurance.  To 
make  this  lien  method  clear  an  example  may  be  given.  If  the  lien 
were  $500  per  thousand  and  the  annual  premium  $30  per  thousand, 
the  insurance  payable  in  the  event  of  death  in  the  first  year  would 
be  $530,  in  the  second  year  $560,  in  the  third  year  $590,  etc.,  until 
in  the  seventeenth  year  and  thereafter  $1,000  would  be  due 
at  death.  Such  a  form  of  policy  appeals  to  many  applicants,  be- 
cause if  they  prove  to  be  poor  risks  and  die  in  the  early  policy  years, 
their  beneficiaries  will  receive  a  good  return  for  the  premium  paid, 
notwithstanding  the  lien;  whereas,  if  the  insured  outlives  the  period 
in  which  the  lien  is  charged,  they  are  not  adversely  affected  by  it. 

The  Ben  may  be  reduced  by  any  other  sum  than  the  amount 
of  the  annual  premium,  but  the  annual  premium  has  generally  been 
used  in  the  United  States  and  Canada  on  the  ground  of  simplicity. 
In  Great  Britain  it  is  a  common  practice  to  impose  a  hen  for  a  period 
equal  to  the  expectation  of  life,  reducing  it  by  equal  annual  pay- 
ments during  that  period. 

The  premium  charged  for  a  lien  policy  is  the  same  as  that  for  a 
standard  policy,  it  being  considered  that  the  extra  mortality  will  be 
met  by  the  lien. 

When  it  is  expected  that  the  relative  mortality  in  any  group 
will  be  heaviest  in  the  early  years  following  issue,  and  that  it  will 
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thereafter  become  normal,  the  lien  system  is  very  satisfactory  from 
the  standpoint  of  the  company.  Where,  however,  the  extra  mor- 
tality is  constant  or  where  it  tends  to  increase  with  advancing  age, 
the  company  is  not  so  well  protected.  The  extra  mortality  covered 
by  means  of  liens  is  not  so  large  as  is  popularly  supposed.  This  is 
apparent  when  it  is  realized  that  the  value  of  the  hen  is  equivalent 
to  the  value  of  temporary  insurance  for  the  difference  between  the 
face  amount  and  the  sum  payable  at  death. 

When  there  is  a  variety  of  liens  at  each  age,  the  question  of 
reserves  and  of  surrender  values  is  a  complicated  one,  because  the 
reserve  varies  with  each  form  of  lien  and  with  the  mortality  table 
corresponding  to  the  anticipated  mortality  in  the  group.  For 
example,  if  a  $500  lien  per  thousand  is  imposed  upon  applicants 
who  are  expected  to  have  a  mortality  of  150  per  cent  (50  per  cent 
in  excess  of  the  normal),  the  reserve  on  an  ordinary  life  plan  would 
be  different  to  those  under  policies  where  the  hens  were  $700  per 
thousand  and  a  mortality  of  175  per  cent  was  expected.  As,  how- 
ever, the  various  states  allow  a  deduction  from  the  reserve  in  deter- 
mining the  surrender  value,  it  is  not  necessary  to  calculate  a  different 
set  of  such  values  for  the  various  liens,  because  the  difference  may 
be  absorbed  in  the  surrender  charge, — i.e.,  under  one  lien  the 
surrender  charge  might  be  $10,  and  in  another  $12,  due  to  the  dif- 
ference in  the  reserves  under  the  policies.  The  term  extension 
feature  is  generally  omitted  from  policies  on  highly  impaired  risks. 

Policies  with  Extra  Premiums 
An  extra  premium  may  be  charged  throughout  the  life  of  the 
policy  or  for  a  few  years  only.  It  is  customary  to  charge  these 
extra  premiums  for  hazardous  occupations  in  which  the  additional 
mortality  is  due  to  accident.  For  example,  underground  miners 
may  be  charged  an  extra  of  $5  per  thousand  irrespective  of  their 
age,  on  the  assumption  that  the  hazard  of  occupation  is  approxi- 
mately constant  with  age. 

The  extra  premium  may  be  calculated  so  as  to  cover  the  antic- 
ipated extra  mortality  only,  or  it  may  provide  for  commissions 
and  for  dividends.'  In  cases  of  change  of  occupation  the  extra 
premium  is  usually  removed  after  a  probationary  period  on  satis- 
factory evidence  of  insurability.  It  is  not  customary  to  increase 
the  surrender  values  on  account  of  the  extra  premiums.    The  reserve 
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carried  by  the  company  at  the  end  of  the  calendar  year  (middle  of 
the  policy  year  on  the  average)  is  usually  one-half  the  extra  premium 
for  the  current  year  in  addition  to  the  regular  reserve. 

Where  the  extra  hazard  is  temporary,  such  as  in  the  case  of  a 
history  of  appendicitis  or  of  certain  forms  of  ulcer  without  operation, 
the  extra  premium  is  charged  during  the  years  in  which  the  disease 
is  likely  to  recur. 

Advance  in  Aon 

Under  the  plan  of  advancing  the  age  the  policyholder  is  usually 
treated  in  all  respects  as  of  the  advanced  age.  If,  for  example,  he 
were  thirty-five  years  of  age  and  by  reason  of  impairment  was  con- 
sidered as  ten  years  older,  then  he  would  receive  a  policy  with 
premium,  surrender  values,  non-forfeiture  features  and  dividends 
as  of  age  forty-five.  For  reserve  purposes  the  policy  would  be 
carried  on  the  books  of  the  company  as  though  the  true  age  were 
forty-five. 

In  determining  the  advance  in  age  to  meet  the  extra  risk  on  a 
sub-standard  life  one  must  first  know  what  extra  mortality  is  to  be 
provided  for.  If  for  example,  a  person  age  thirty  applies  for  an 
ordinary  life  policy  and  it  is  expected  that  the  mortality  to  be  met 
on  a  group  of  similar  lives  will  be  200  per  cent  of  the  normal,  it  is 
assumed  that  the  probability  of  dying  in  any  year  is  twice  the  normal 
or  standard.  We  first  calculate  the  premium  at  age  thirty  for  an 
ordinary  life  policy  on  a  mortality  table  with  double  mortality 
rates.  It  is  then  compared  with  the  premiums  for  ordinary  life 
policies  at  normal  mortality  rates,  and  the  premium  which  most 
nearly  approximates  to  the  premium  at  age  thirty  on  the  double 
mortality  table  is  recorded;  the  difference  between  age  thirty  and 
the  age  to  which  this  premium  applies  gives  the  advance  in  age. 
These  calculations  are  based  on  net  premiums  as  distinguished  from 
gross  premiums.  This  advance  in  age  is  then  charged  on  gross 
premiums  thus  providing  for  increased  dividends  and  surrender 
values  over  the  normal  age.  Should  it  be  desired  to  charge  extra 
premiums  instead  of  an  advance  in  age  the  practice  is  generally  to 
take  a  percentage  of  the  extra  charge  determined  by  the  advance  in 
age  method. 

The  above  method  is  adopted  in  one  large  company,  but  there 
are  other  plans  for  calculating  extra  premiums  and  advances  in  age. 
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Special  Classes  for  Sub-Standard  Bisks 
Prior  to  1907  several  companies  had  special  classes  in  which 
the  dividends  were  deferred  for  periods  of  fifteen  or  twenty  years. 
At  the  end  of  that  time  the  mortality  experienced  in  the  class  for 
under-average  lives  was  taken  into  account  in  determining  the 
accumulated  dividends  then  payable.  In  one  large  company  there 
were  two  classes  for  sub-standard  lives, — one  for  those  slightly  under 
average,  and  the  other  for  those  more  seriously  impaired.  In  the 
latter  class  liens  were  also  imposed  to  provide  for  the  highly  im- 
paired risks.  In  another  company  special  dividend  classes  were 
made  for  those  in  hazardous  occupations,  such  as  liquor  dealers  and 
railroad  men.  So  far  as  can  be  ascertained,  the  dividends  in  these 
special  classes  range  from  50  per  cent  to  90  per  cent  of  the  dividends 
under  corresponding  policies  in  the  regular  class.  If  the  lives  are 
reasonably  homogeneous,  this  is  an  equitable  practice,  but  it  can 
no  longer  be  employed  to  advantage  by  companies  operating  in 
New  York  State.  While  it  is  theoretically  possible  to  have  a  special 
class  in  connection  with  annual  dividends,  no  company  of  promi- 
nence has  attempted  to  create  it,  on  account  of  the  practical  diffi- 
culties. It  can  easily  be  seen  that  the  annual  dividends  might  be 
subject  to  violent  fluctuations,  and  that  the  company  would  be 
open  to  misunderstanding  by  a  comparison  of  the  dividends  in  its 
sub-standard  class  with  dividends  in  another  company  in  its  stand- 
ard or  regular  class. 

Nttmerical  Rating  of  Risks 

One  of  the  requisites  to  successfully  conducting  an  under-average 
business  is  a  means  of  expressing  the  relative  mortality.  The  medi- 
cal director,  the  actuary  and  other  officers  of  the  company  must  be 
able  to  speak  a  common  language  in  this  matter.  As  already 
pointed  out,  the  practice  has  arisen  within  recent  years  of  showing 
the  relative  mortality  to  a  standard  which  is  assumed  to  be  100 
per  cent,  so  that  200  per  cent  means  double  the  normal  mortality 
of  the  company,  or  100  per  cent  additional  mortality.  One  of  the 
larger  insurance  companies,  in  order  to  facilitate  the  handling  of 
its  under-average  business,  has  developed  a  system  of  numerical 
values  for  the  various  factors  entering  into  the  composition  of  a 
risk.    The  applicant  is  given  credits  or  debits,  depending  upon 
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favorable  or  unfavorable  features.  Take,  for  example,  a  farmer 
who  is  slightly  over  the  average  weight,  and  has  a  good  family  his- 
tory, but  albumin  has  been  found  on  examination.  Basing  the 
credits  and  debits  on  the  company's  own  mortality  experience,  or 
on  the  results  of  published  mortality  investigations,  the  company 
might  add  ten  points  for  overweight  and  fifty  points  for  albumi- 
nuria, subtract  fifteen  points  for  favorable  occupation  and  ten  points 
for  a  good  family  history.  This  would  be  a  net  addition  of  thirty- 
five  points  to  the  basic  rating  of  one  hundred,  so  that  he  would  then 
be  considered  as  belonging  to  a  group  of  persons  having  135  per 
cent  mortality, — or  35  per  cent  in  excess  of  the  normal. 

The  foregoing  system  has  its  limitations  and  must  be  applied 
with  good  judgment.  It  does  away  with  personal  bias  on  the  part 
of  the  official  who  passes  on  the  risks,  and  is  an  excellent  guide  for 
him  in  determining  how  each  case  should  be  treated. 

Boedeb-Linb  Risks 
Applicants  for  life  insurance  may  be  divided  into  three  groups: 
(a)  those  who  are  surely  standard  risks;  (b)  those  who  are  surely 
sub-standard  risks,  and  should  either  be  declined  or  charged  an 
extra  premium,  or  have  the  policy  modified  in  some  way;  and  (c) 
border-line  risks.  If  a  committee  of  medical  directors  were  ap- 
pointed to  pass  on  one  thousand  cases,  it  is  probable  that  they  would 
agree  on  90  per  cent  being  placed  in  either  group  (a)  or  group  (b) ; 
while  if  the  medical  directors  of  one  company  passed  on  these  risks, 
there  probably  would  not  be  a  difference  of  opinion  with  regard  to 
these  groups  in  more  than  2  per  cent  of  the  cases.  It  naturally 
follows  that  among  the  10  per  cent  upon  which  the  medical  direc- 
tors of  the  various  companies  would  differ  there  would  be  a  propor- 
tion of  these  border-line  cases  which  would  be  treated  as  standard 
by  some  companies,  and  a  percentage  which  would  be  considered 
as  sub-standard.  The  difference  in  opinion  among  the  medical 
directors  is  partly  due  to  their  interpretation  of  the  existing  sta- 
tistics, partly  to  the  experience  of  their  own  company  which  may 
have  differed  from  the  results  of  the  Medico-Actuarial  Mortality 
Investigation,  and  partly  to  their  individual  experience.  It  is 
well  known,  for  example,  that  some  companies  have  had  either  a 
better  or  a  worse  experience  than  that  shown  in  certain  classes  of 
the  Medico-Actuarial  Investigation  because  their  selection  was 
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more  or  lees  severe  than  that  practiced  by  the  average  company. 
An  endeavor  is  being  made  by  the  Actuarial  Society  of  America  and 
by  the  Association  of  Life  Insurance  Medical  Directors  to  lessen 
the  percentage  of  cases  on  which  the  companies  differ  in  their  treat- 
ment. The  combined  wisdom  and  knowledge  of  a  group  of  actua- 
ries and  medical  directors  would  be  better  than  the  opinion  of  a 
single  man  in  either  of  these  professions,  however  able  he  may  be, 
and  it  is  hoped  to  give  to  all  companies  the  benefit  of  the  opinions 
of  these  men.  A  committee  of  the  two  societies  is  studying  all  the 
available  statistics,  and  is  having  put  at  its  disposal  the  unpub- 
lished experience  of  many  of  the  largest  companies  in  the  country. 
With  this  knowledge,  much  of  which  has  hitherto  not  been  available 
to  the  insurance  profession,  the  joint  committee  may  be  in  a  posi- 
tion to  publish  information  which  will  result  in  fewer  differences  of 
opinion  on  border-line  risks.  The  sole  function  of  the  committee  is 
to  obtain  information  which  would  be  of  assistance  to  the  companies, 
and  there  is  no  intention,  by  moral  suasion  or  otherwise,  to  induce 
the  companies  to  change  their  practice.  Experience  has  shown  that 
if  new  light  is  supplied  to  the  companies  they  are  glad  to  make  intel- 
ligent use  of  it. 

Selection  of  Risks 

In  selecting  risks,  other  knowledge  is  necessary  than  that  of 
medicine.  In  nearly'  all  companies  there  is  a  committee  of  review 
which  assists  the  medical  department  in  determining  the  insura- 
bility of  certain  types  of  risks.  On  the  committee  there  is  usually 
a  medical  director,  an  actuary,  a  secretary  or  other  executive  offi- 
cer, and  a  member  of  the  agency  department.  That  committee 
considers  such  questions  as  (1)  the  amount  which  should  be  taken 
on  a  risk;  (2)  the  moral  hazard,  including  the  finances  of  the  appli- 
cant; and  (3)  the  probable  selection  against  the  company.  In 
order  to  do  its  work  properly,  the  members  of  the  committee  must 
have  a  knowledge  of  the  experience  of  the  company  with  regard  to 
its  mortality  on  policies  for  large  amounts,  on  women,  on  persons 
in  hazardous  occupations,  on  border-line  risks,  and,  in  fact,  on  all 
matters  which  are  not  purely  medical.  The  phrase  "  moral  hazard" 
is  used  in  a  special  sense  in  insurance  companies;  for  example,  it 
would  be  considered  a  moral  hazard  if  insurance  were  applied  for  on 
an  elderly  woman  without  dependents,  the  sons  being  the  payers  of 


,y  Google 


iNflOBANCH  oh  Sub-Standabd  Lives  51 

the  premium  and  the  beneficiaries  under  the  policy.  Such  cases 
may  be  declined,  or  accepted  for  a  small  amount  of  insurance  under 
a  sub-standard  plan,  as  a  group  of  such  cases  would  undoubtedly 
show  a  higher  mortality  than  the  normal,  a  certain  proportion  being 
of  a  speculative  nature  on  risks  below  the  average  for  reasons  which 
were  not  apparent  to  the  medical  examiner. 

SlLBCTION  AGAINST  THK   COMPANY    BT  SUB-STANDARD    LlVfflS 

In  preparing  plans -for  sub-standard  lives  the  psychology  of 
applicants  should  be  considered  carefully.  There  is  known  to  be 
selection  either  in  favor  of,  or  against  the  company  which  has  a 
material  effect  on  the  mortality.  It  has  been  proved,  for  example, 
that  the  applicants  who  apply  for  endowment  policies,  and  are 
found  to  be  standard  risks,  are  much  better  risks  than  those  who 
take  ordinary  life  policies.  This  is  undoubtedly  due  to  the  fact  that 
those  who  apply  for  endowment  insurance  expect  to  live  until  the 
end  of  the  period,  usually  twenty  years,  to  receive  the  endowment, 
— otherwise  they  would  ask  for  cheaper  forms  of  policy.  The  com- 
panies, therefore,  get  the  benefit  of  the  opinion  of  the  insured  with 
regard  to  his  longevity,  in  addition  to  the  expert  judgment  of  the 
medical  examiner. 

The  effect  of  selection  has  also  been  noted  in  the  under-average 
field.  A  group  of  applicants  who  have  liens  placed  against  them 
would  be  partly  influenced  in  taking  their  policies,  by  their  own 
opinion  regarding  their  prospects  of  longevity.  If  they  expected 
to  outlive  the  lien  they  would  be  inclined  to  accept  the  policy  of- 
fered by  the  company;  while  a  goodly  proportion  of  those  who  did 
not  expect  to  live  a  long  life  would  refuse  to  accept  such  policies 
and  would  prefer  to  go  to  other  companies  which  charged  an  extra 
premium.  When  a  heavy  extra  premium  is  charged,  the  tendency 
is  for  the  better  grade  of  risks  to  decline  to  take  the  insurance,  while 
the  poorer  grade  of  the  same  type  accept.  This  was  shown  in  the 
experience  of  a  large  company,  which  found  a  mortality  lower  than 
expected  among  highly  impaired  risks  under  policies  with  a  heavy 
lien,  and  a  higher  mortality  than  expected  among  a  similar  group 
issued  in  later  years  when  the  company  charged  an  extra  premium 
because  the  hen  system  could  no  longer  be  applied. 

Another  type  of  selection  which  may  be  noted  is  that  of  an 
applicant  who  has  been  declined  by  a  company  and  who  applies  to 
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another  company  which  grants  sub-standard  insurance.  If  he  feels 
that  he  is  cot  in  good  condition  he  will  naturally  try  to  get  as  much 
insurance  as  he  can  carry,  with  the  expectation  of  cancelling  part 
of  it  at  a  later  date.  A  company,  therefore,  must  be  on  its  guard 
against  anti-selection  of  this  nature. 

Treatment  of  Sub-Standard  Litis  which  Improve  in  Health 

One  of  the  difficult  questions  to  solve  is  what  should  be  the 
treatment  of  under-average  lives  which  improve  in  health.  It 
should  be  remembered  that  if  a  mortality  of  say  200  per  cent  is 
assumed  for  any  group  and  if  the  best  risks  are  gradually  taken  out, 
leaving  those  who  have  not  improved  or  who  have  actually  deteri- 
orated, the  mortality  is  likely  to  be  higher  than  200  per  cent.  Either 
of  two  methods  of  meeting  the  problem  may  be  adopted.  First,  in 
determining  the  expected  mortality  an  addition  may  be  made  to 
cover  granting  better  policies  to  all  the  risks  which  improve.  Sec- 
ond, in  providing  for  the  expected  mortality  a  slight  provision  only 
is  made  so  as  to  give  the  privilege  of  a  better  form  of  policy  during 
a  short  period,  not  exceeding  say  three  years.  The  difficulty  under 
the  first  method  is  that  the  class  would  likely  deteriorate  rapidly  if 
the  agents  made  a  practice  of  canvassing  the  policyholders  periodi- 
cally to  find  out  whether  they  had  improved  or  not.  In  some  esses 
this  improvement  might  only  be  temporary,  but  the  company  would 
not  have  the  privilege  of  again  treating  them  as  sub-standard. 
While  it  is  technically  correct  to  treat  sub-standard  risks  in  this 
manner,  I  do  not  know  of  any  company  which  pursues  this  course 
because  of  the  practical  difficulties.  With  regard  to  the  second 
method,  it  is  quite  common  to  allow  a  change  to  be  made  during 
the  first  two  or  three  years,  no  change  to  be  made  thereafter.  The 
disadvantages  of  refusing  to  grant  standard  forms  of  policy  after  a 
reasonable  period  is  that  agents  induce  a  number  of  the  best  lives 
to  surrender  their  contracts. 

Advantages  to  Agents  op  Sub-Standard  Business 

In  determining  whether  a  company  should  take  sub-standard 
lives  or  not,  the  officers  have  to  consider  several  matters:  (a) 
whether  they  wish  to  have  a  stringent  selection  with  a  low  mor- 
tality; or  (b)  a  liberal  selection  with  a  somewhat  higher  mortality. 
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Aa  competition  is  bo  largely  concerned  with  the  question  of  divi- 
dends, the  tendency  would  be  towards  adopting  (a).  The  agents 
may  be  afraid  that  the  adoption  of  under-average  plans  would  result 
in  many  cases  being  treated  as  sub-standard  which  were  formerly 
accepted  as  standard.  It  is  inevitable  that  this  would  be  true  in  a 
small  proportion  of  the  cases.  When  there  is  no  sub-standard  class 
there  is  a  natural  tendency  to  be  lenient  with  border-line  and  slightly 
impaired  lives  because  the  company  has  no  alternative  but  to  ac- 
cept, or  decline  to  issue  a  policy.  Greater  justice,  however,  is  done 
when  there  is  a  means  of  handling  these  border-line  or  sub-standard 
cases  according  to  their  merits.  While  the  agents  may  lose  a  small 
percentage  of  the  business  by  reason  of  having  treated  as  sub-stand- 
ard a  few  types  which  were  formerly  accepted  as  standard,  they 
have,  on  the  other  hand,  a  great  advantage  from  receiving  policies 
on  many  cases  which  were  formerly  declined.  If  they  can  place 
even  one-half  of  the  cases  issued  on  under-average  plans,  the  saving 
in  commissions  thus  effected  is  very  much  greater  than  the  loss 
resulting  from  placing  in  the  sub-standard  class  the  few  border- 
line or  sub-standard  cases  formerly  accepted  as  standard.  Further- 
more, the  field  of  operation  is  greatly  enlarged  because  the  agents 
can  canvass  actively  among  border-line  or  sub-standard  risks, 
whereas  they  were  formerly  limited  to  cases  which  appeared  to  be 
standard  and  entailed  no  material  hazard  from  occupation. 

Conclusion 
While  many  companies  have  the  desire  to  extend  the  benefits 
of  life  insurance  to  sub-standard  risks,  and  while  many  of  their 
officers  recognize  that  they  are  not  doing  their  full  duty  to  the 
public  by  refusing  to  grant  policies  to  sub-standard  lives,  it  is  rather 
a  dangerous  experiment  for  new  or  small  companies.  Notwith- 
standing the  large  amount  of  data  published  in  recent  years,  it  is 
necessary  to  have  considerable  knowledge,  skill  and  experience  to 
handle  sub-standard  business  successfully.  The  increasing  knowl- 
edge with  regard  to  mortality  is  resulting  in  greater  juetice  being 
done  to  individual  lives  as  the  outcome  of  the  ability  to  differentiate 
between  the  various  grades,  and  to  grant  under-average  risk  policies 
which  are  fair  to  the  applicants  and  equitable  to  the  company. 
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THE  PROBLEM  OF  CASH   SURRENDER  VALUES   AND 
CASH   LOANS 

By  John  B.  Lungkb, 

Vioe-Preffldent,  The  Equitable  life  Assurance  Society. 
SUBKENDKR  VALUES 

The  granting  of  cash  surrender  values  and  loans  from  reserves 
is  developing  into  a  serious  problem  for  life  insurance  companies. 

Originally  the  surrender  value  of  a  lapsed  or  forfeited  policy  was 
granted  in  the  form  of  paid-up 'or  extended  insurance.  It  was  thus 
limited  on  the  theory  that  the  policy  was  not  a  banking  contract, 
that  the  retiring  policyholder  having  made  a  contract  for  insurance, 
his  reserve  should  only  be  applied  in  the  form  of  insurance. 

In  time  the  abandonment  of  this  theory  was  forced  by  competi- 
tion and  the  practice  of  paying  surrender  values  in  cash  became" 
common.  In  1906  this  privilege  was  made  a  statutory  requirement 
in  the  new  Insurance  Law  of  the  State  of  New  York.  For  the  ten 
years  following  1905,  the  proportion  of  cash  payments  to  the  re- 
serves on  the  policies  surrendered  increased  42  per  cent. 

The  right  of  the  deserting  policyholder  to  withdraw  the  reserve 
on  his  policy  minus  a  reasonable  surrender  charge  cannot  be  ques- 
tioned. The  weakness  of  the  present  method  of  expressing  this  right 
lies  in  the  fact,  that  the  privilege  of  taking  cash  instead  of  paid-up  or 
extended  insurance  reverses  the  original  purpose  of  the  contract  and 
often  encourages  needless  lapsing.  This  privilege  has  tempted  many 
policyholders  to  unnecessarily  surrender  their  policies  to  secure  ready 
cash  which  has  resulted  in  the  loss  of  a  great  volume  of  valuable 
insurance  protection. 

While  the  return  to  the  original  practice  of  giving  paid-up  or 
extended  insurance  in  place  of  cash  for  surrendered  policies  may  be 
classed  among  the  impossibilities,  there  is  a  phase  of  the  application 
of  the  present  plan  which  demands,  and  it  is  hoped  may  receive,  re- 
medial action,  namely,  the  question  of  the  surrender  charge. 

The  New  York  LawB  of  1906,  under  which  the  bulk  of  American 
life  insurance  is  written,  and  which  have  been  copied  in  many  states, 
provide  that  the  entire  reserve  less  one-fifth  or  the  sum  of  two  and 
64 
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fifty  one-hundredth  dollars  for  each  one  hundred  dollars  of  insurance 
shall,  upon  demand  not  later  than  three  months  after  the  date  of 
lapse  or  surrender  of  the  policy,  be  applied  as  a  surrender  value  as 
agreed  upon  in  the  policy.  While  this  law  defines  the  minimum  of 
the  reserve  which  shall  be  paid  or  applied  to  surrender  values,  which 
consist  of  cash  values,  paid-up  insurance  or  extended  insurance,  in 
practice  this  minimum  is  exceeded.  Nearly  every  company  allows 
the  entire  reserve  as  a  surrender  value"  in  cash,  or  its  equivalent  in 
paid-up  insurance,  after  the  tenth  year  of  insurance,  and  deducts  less 
than  the  surrender  charge  allowed  by  the  law  in  the  early  policy 
years.  It  is  perhaps  in  the  increase  of  cash  surrender  values  and  in 
reducing  the  intervals  or  periods  at  which  they  may  be  taken  that 
the  competitive  concessions  found  their  most  questionable  expression 
during  the  period  between  1880  and  1805.  In  1880  very  few  com- 
panies guaranteed  cash  values  at  all.  Later  certain  companies 
adopted  values  payable  at  the  end  o'f  each  fifth  year  of  insurance, 
but  by  degrees,  under  the  force  of  competition,  annual  values  became 
general  and  then  the  amounts  of  the  values  were  gradually  increased 
until  guarantees  equal  to  the  full  reserve  were  reached  and  competi- 
tion could  go  no  further.  The  effect  of  this  was  to  emphasize  the 
importance  of  the  individual  policy — displacing  the  principle  which 
regarded  the  interests  of  the  whole  body  of  the  insured  to  be  para- 
mount to  those  of  the  individual. 

The  old-fashioned  notion  was  that  each  retiring  policyholder — 
each  deserter  from  the  ranks  as  it  were — should  pay  a  proper  sur- 
render charge  as  a  quid  pro  quo  for  the  loss  sustained  by  the  whole 
body  of  policyholders  through  his  retirement.  While  the  1906  law 
allows  a  surrender  charge  there  is  nothing  in  it  forbidding  the  com- 
panies to  waive  such  charge,  hence  we  find  that  certain  companies 
are  paying  the  full  reserve  after  the  policy  has  been  in  force  for 
only  a  few  years;  in  two  or  three  companies  after  only  three  years. 
In  other  words,  the  law  protects  the  deserter  by  stipulating  that  he 
must  be  paid  certain  minimum  values  but  fails  utterly  to  act  in  the 
interests  of  the  whole  body  of  policyholders  by  prohibiting  larger 
payments  to  the  deserter  than  he  is  in  equity  entitled  to  receive. 

Herein  is  the  defect  in  the  law.  It  should  define  a  surrender 
charge  adjusted  to  the  kind  and  age  of  the  policy;  and  then  provide 
that  no  company  shall  guarantee  in  its  policies,  or  pay  in  practice, 
a  larger  cash  value  than  the  reserve  less  such  surrender  charge. 
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If  a  surrender  charge  should  be  imposed  in  all  cases  when  cash  is 
taken,  the  amount  of  such  charge  could  be  used  to  replace  the 
retiring  policyholder  without  casting  the  burden  of  cost  on  the  per- 
sistent policyholders.  If  need  be  it  could  be  used  as  a  compensa- 
tion for  a  decline  in  values,  unexpectedly  high  mortality,  or  other 
contingencies. 

Undoubtedly  the  cash  value  privilege  is  a  great  help  in  times  of 
emergency,  and  it  must  be  conceded  that  sometimes  it  is  very  im- 
portant to  protect  the  insured  and  his  family  while  the  insured  is 
living.  But  no  policyholder  should  be  permitted  to  retire  and  with- 
draw his  entire  equity  in  reserves,  thereby  transferring  his  share  of 
any  depreciation  or  other  unfavorable  contingency  to  those  who 
remain. 

Policy  Loans 

The  policyholder's  privilege  of  borrowing  a  portion  of  his  re- 
serves on  the  security  of  his  insurance  contract  was  also  a  develop- 
ment of  competition,  and  like  the  giving  of  surrender  values,  the 
idea  grew  and  the  original  privilege  was  extended  until  the  plan 
became  permanently  fixed  upon  the  business  by  being  made  a  re- 
quirement of  the  law. 

As  originally  intended,  this  privilege  would  have  been  a  great 
service  to  the  policyholder  and  to  tile  companies  as  an  attractive 
feature  or  inducement  to  insure,  but,  as  in  the  case  of  surrender 
values,  the  loan  privilege  has  been  carried  to  extremes,  the  general 
practice  now  being  to  loan,  as  well  as  to  pay  as  a  cash  value,  the  full 
reserve  upon  a  policy  after  the  tenth  year  of  insurance. 

The  standard  contract, provisions  required  by  Section  101  of  the 
New  York  Laws  requires  in  each  contract  a  provision  relating  to 
policy  loans  which  is  described  as  follows: 

A  provision  that  after  three  full  years '  premiums  have  been  paid,  the  company 
at  any  time,  while  the  policy  is  in  force,  will  advance,  on  proper  assignment  or 
pledge  of  the  policy  and  on  the  sole  security  thereof,  at  a  specified  rate  of  interest, 
a  sum  equal  to,  or  at  the  option  of  the  owner  of  the  policy  lees  than  the  reserve  at 
the  end  of  the  current  policy  year  on  the  policy  and  on  any  dividend  addition* 
thereto,  less  a  sum  not  more  than  2§  percentum  of  the  amount  insured  by  the  pol- 
icy and  of  any  dividend  additions  thereto;  and  that  the  company  will  deduct  from 
such  loan  value  any  existing  indebtedness  on  the  policy  and  any  unpaid  balance  of 
the  premium  for  the  current  policy  year,  and  may  collect  interest  in  advance  on 
the  loan  to  the  end  of  the  current  policy  year;  which  provision  may  further  provide 
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that  such  loan  may  be  deferred  for  not  exceeding  But  months  after  the  application 
therefor  is  made.  A  company  may,  in  lieu  of  the  provision  hereinabove  permitted 
for  the  deduction  from  a  loan  on  the  policy  of  a  mini  not  more  than  2}  percentum 
of  the  amount  insured  by  the  policy  and  of  any  dividend  additions  thereto,  insert 
in  the  policy  a  provision  that  one-fifth  of  the  entire  reserve  may  be  deducted  in 
case  of  a  loan  under  the  policy,  or  may  provide  therein  that  the  deduction  may  be 
the  said  2\  percentum  or  the  one-fifth  of  the  said  entire  reserve  at  the  option  of 
the  company. 

The  primary  purpose  of  this  taw,  which  fastens  a  banking 
function  upon  life  insurance,  was  to  enable  the  policyholder  to  have 
the  use  of  his  reserves  in  time  of  financial  stress.  It  was  believed  that 
this  would  be  of  great  value  in  preventing  lapses  by  permitting  the 
insured  to  apply  his  reserves  to  the  payment  of  premiums  when 
short  of  cash,  and  that  the  plan  in  general  would  prove  an  attractive 
one  as  an  inducement  to  the  taking  of  insurance. 

These  advantages  are  freely  conceded,  but  experience  has  dem- 
onstrated that  they  have  been  largely  neutralized  by  the  disad- 
vantages and  the  abuses  which  have  resulted  from  the  expansion 
of  this  loan  privilege.  These  loans  operate  directly  against  the 
beneficiary  by  reducing  the  protection,  for  only  a  small  per  cent  of 
the  loans  are  repaid  by  the  borrowers  and  the  rest  must  be  deducted 
from  the  claims  at  death  or  from  surrender  values.  They  also 
encourage  lapsing  by  the  additional  burden  placed  upon  the  policy- 
holder. Many  borrowers,  finding  their  protection  reduced,  their 
premiums  remaining  the  same  and  an  annual  interest  charge  to  pay, 
become  discouraged  and  lapse  or  abandon  their  policies.  An  in- 
justice is  also  done  the  remaining  policyholders  by  the  low  with- 
drawal charge  and  the  possible  danger  of  a  "run"  on  reserves  in  time 
of  panic.  Broadly  speaking,  the  policy  loan  privilege  discourages 
saving  and  encourages  spending.  This  fact  ia  emphasised  by  the 
extraordinary  increase  in  the  diversion  of  policy  reserves  from  their 
original  purpose  during  recent  years. 

The  magnitude  of  the  problem  which  has  resulted  from  this 
unwisely  extended  privilege  may  be  appreciated  by  a  study  of  the 
following  table  which  shows  the  extent  to  which  these  reserve  funds 
have  been  withdrawn  from  the  American  "old  line"  companies 
since  1890: 
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Rxsebves  Policy  Loans        Ratio  or  Loans 


1890 

1669,963,688 

119,903,242 

2.97% 

1895 

980,248,946 

36,524,530  . 

3.62% 

1900 

1,443,452,319 

88,500,575 

6.13% 

1905 

2,296,289,818 

225,668,149 

9.83% 

1910 

3,225,966,060 

495,099,854 

15.85% 

1915 

4,362,265,809 

779,158,909 

17.86% 

Those  who  borrow  on  their  policies  are  not  satisfied  with  email 
amounts.  They  are  tempted  to  withdraw  all  the  money  they  can 
get,  and,  having  gotten  it,  they  are  tempted  to  spend  it  for  pleasure 
or  to  risk  it  in  business  or  speculative  ventures.  The  result  is  that 
a  temporary  loan  develops  into  a  permanent  obligation,  and  the  idea 
of  repaying  it  is  abandoned.  Consequently  when  death  comes  the 
widow  finds  that  her  life  insurance  has  been  materially  reduced  and 
then  bitter  disappointment  and  sometimes  misery  and  hardship 
follow. 

It  is  not  surprising,  therefore,  that  the  practice  of  borrowing 
on  policies  has  come  to  be  known  as  borrowing1  from  the  widow  and 
orphan.  No  concession  ever  granted  to  policyholders  has  operated 
so  greatly  to  the  disadvantage  of  beneficiaries.  This  is  particularly 
true  when  the  loans  are  taken  with  the  assistance  of  the  Change  of 
Beneficiary  Clause,  whereby  the  wife  of  the  insured  is  too  frequently 
denied  a  knowledge  of  the  transaction.  In  two  companies,  at  least 
in  the  case  of  policies  drawn  in  favor  of  the  wife,  unless  the  insured 
insists  upon  his  privileges  under  the  Change  of  Beneficiary  Clause, 
an  effort  is  made  to  obtain  the  wife's  signature  to  the  loan  papers. 
It  is  surprising  how  often  the  mortage  of  a  policy  is  thus  avoided. 

One  class  of  loans — those  taken  out  on  policies  issued  for  the 
protection  of  business  ventures  or  for  purely  commercial  purposes — 
are  justifiable;  they  are  serving  a  purpose  for  which  the  contract  was 
entered  into.  But  one  cannot  view  with  equanimity  the  taking  of 
loans  on  policies  issued  for  family  protection,  and  unfortunately 
the  greater  number  of  loans  are  taken  on  this  class  of  policies. 

If  those  who  have  it  within  their  power  to  make  and  amend 
laws  could  know  the  disappointment  incident  to  policy  loans  and 
the  hardships  which  are  often  inflicted  on  the  insured  himself,  they 
would  find  sufficient  reason  in  these  disappointments  alone  to  amend 
this  section  so  that  loans  would  be  mandatory  only  for  the  -purpose 
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of  paying  premiums,  leaving  the  question  of  an  additional  loan  to 
the  judgment  of  the  officers  of  the  companies,  but  stipulating  that 
the  total  loan  shall  in  no  case  exceed  the  cash  value  which  should  be 
on  a  reduced  basis. 

In  foreign  countries  where  life  insurance  has  been  practiced 
longer  than  here  underwriters  have  prudently  abstained  from  fol- 
lowing our  lead  with  respect  to  maximum  cash  values,  although  they 
have  adopted  several  of  our  American  innovations.  In  a  review  of 
the  cash  surrender  values  offered  by  the  English  companies,  it  was 
found  that  in  the  case  of  thirty-nine  the  cash  values  range  from  25 
per  cent  to  50  per  cent  of  the  premiums  paid.  The  values  for  all 
ordinary  durations  of  insurance  are  very  much  below  the  reserves 
held  under  the  policies.  In  general  the  values  are  fully  20  per  cent 
lower  than  in  this  country. 

The  English  companies  also  grant  policy  loans  and  the  pros- 
pectuses of  the  companies  show  that  the  loans  are  limited  to  the 
cash  surrender  values,  which  as  above  stated,  are  always  well  within 
the  reserves.  The  policy  of  one  company  contains  a  rather  unique 
provision  to  the  effect  that  in  case  the  rate  of  discount  in  the  Bank 
of  England  is  7  per  cent  or  more  at  the  time  the  cash  value  is  applied 
for,  the  directors  may  either  pay  a  reduced  value  or  defer  payment 
until  the  rate  falls  below  7  per  cent.  That  the  person  who  drafted 
this  condition  possesses  amongst  his  other  traits  that  of  perspicacity 
is  only  too  well  evidenced  by  the  present  distressing  war  conditions 
on  the  other  side  of  the  sea. 

In  France  the  policies  of  the  leading  companies  provide  for  cash 
values,  but  the  amounts  instead  of  being  specified  in  the  contracts 
are  subject  to  the  rules  of  the  Board  of  Directors  at  the  time  of 
surrender.  Excepting  in  the  case  of  one  company,  the  values  at  no 
time  exceed  85  per  cent  of  the  reserves,  closely  following  the  English 
practice.  Again  in  France,  as  in  England,  loans  are  made  up  to  an 
amount  not  exceeding  95  per  cent  of  the  cash  value.  One  of  the 
French  companies  provides  a  check  against  declining  values  in  se- 
curities by  stipulating  that  in  case  French  rentes  are  quoted  below 
90  the  cash  values  may  be  reduced. 

From  this  statement  of  foreign  practice  it  will  be  seen  that  in 
granting  cash  values  and  policy  loans,  both  the  Tfaigtinh  and  French 
companies  are  far  more  conservative  than  the  American  companies, 
avoiding  extreme  liberality  and  safeguarding  the  interests  of  their 
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policyholders  as  a  body  by  keeping  their  payments  to  those  who 
borrow  money  or  retire  from  the  company  fairly  within  the  re- 
serves. 

Another  point  with  respect  to  cash  values  and  policy  loans 
which  we  must  consider  is  that  the  investments  of  the  life  insurance 
companies  are  made  with  regard  to  the  maturity  of  the  policy  con- 
tracts and  the  continuance  of  the  business  under  normal  conditions. 
The  two  most  common  forms  of  investment,  therefore,  are  mortgages 
and  long-time  bonds.  When  money  is  easy  and  there  is  an  active 
investment  market,  it  is  possible  to  realize  upon  bonds,  or  to  collect  a 
part  at  least  of  the  mortgages  which  mature.  On  the  other  hand, 
under  unfavorable  conditions  these  two  classes  of  securities  are  any- 
thing but  liquid.  Consequently  it  follows  that  if  unduly  liberal 
cash  values  and  policy  loans  are  to  continue  to  be  a  feature  of  policy 
contracts  the  life  insurance  companies  will  eventually  be  required  to 
make  short-time  or  call  loans.  These  forms  of  investment  are  now 
practically  denied  to  life  insurance  companies. 

At  present  there  are  apparently  only  two  ways  by  which  the 
companies  can  protect  themselves  against  the  possibility  of  a  long 
continued  drain  if  one  should  occur  in  the  years  to  come.  One  is  by 
carrying  large  cash  balances,  which  is  obviously  objectionable;  and 
the  other  is  by  purchasing  short-time  bonds,  or  secured  notes  of 
which  there  are  comparatively  few  in  the  market.  And  if  life  in- 
surance should  develop  competition  for  this  class  of  investments  the 
price  would  be  raised  to  such  a  point  as  to  make  the  returns  inade- 
quate. 

The  question  of  the  possible  ultimate  effect  on  investments  of 
cash  policy  guarantees  is  one  of  the  most  important  before  ub  today, 
and  especially  as  one  of  the  uncontemplated  effects  of  guarantees  is 
to  gradually  convert  each  company,  to  the  extent  of  its  reserves, 
into  a  combination  of  a  life  insurance  company  and  a  savings  bank. 

It  is  difficult  to  make  an  estimate  of  the  proportion  of  present 
reserves  which  are  subject  to  cash  demands,  but  it  is  a  considerable 
percentage  of  the  whole.  As  the  old  policies  which  do  not  provide 
for  cash  are  becoming  less  in  number  each  year,  we  may  look  forward 
to  the  time,  perhaps  only  fifteen  or  twenty  years  hence,  when  nearly 
the  entire  reserves  will  be  subject  to  demand  payments  unless  the 
tenor  of  things  is  changed  in  the  meantime. 

The  defects  of  the  present  situation  are  fundamental.    Our  cash 
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values  and  loan  values  need  to  be  brought  down  to  the  level  that  will 
not  be  an  inducement  to  the  easy  forfeiture  of  the  insurance  but 
which  will  tend  rather  to  permanence  in  the  carrying  of  the  policy. 
There  is  a  body  of  opinion  which  believes  that  three  or  six  months ' 
notice  of  intention  to  borrow  or  to  demand  the  cash  value  is  a  suffi- 
cient corrective,  but  as  the  defects  are  fundamental  a  three  or  six 
months'  notice  is  but  a  superficial  remedy.  Faults  which  are  basic 
and  have  within  them  the  possibilities  of  becoming  a  menace  cannot 
be  cured  by  postponement. 

With  the  assistance  of  our  state  insurance  officials  and  our  legis- 
lative bodies,  it  appears  entirely  possible  happily  to  compromise  by 
legislative  corrections  so  as  to  find  the  golden  mean  between  the 
practices  and  benefits  which  obtained  about  thirty  years  ago,  and 
those  in  vogue  at  the  present  time. 


,y  Google 


MUTUALIZATION  OF  LIFE  INSURANCE  COMPANIES 

By  Miles  M.  Dawson,  F.I.A.,  F.A.S., 
Consulting  Actuary,  New  York. 

In  the  year  1906  the  legislature  of  the  state  of  New  York  en- 
acted, among  other  bills  introduced  by  Senator  Wm.  W.  Armstrong 
on  behalf  of  the  New  York  Legislature  Life  Insurance  Investigating 
Committee,  of  which  he  was  chairman  and  Mr.  Charles  E.  Hughes 
was  counsel,  the  following  statute,  providing  for  mutualiaation  of 
stock  life  insurance  companies: 

Cimvertion  of  a  Stock  Life  Insurance  Corporation  into  a  Mutual  Lift  Insur- 
ance Corporation 

Any  domestic  stock  life  insurance  corporation,  whether  incorporated  under  s 
general  law  or  by  special  act,  may  become  a  mutual  life  insurance  corporation,  and 
to  that  end  may  cany  out  a  plan  for  the  acquisition  of  shares  of  its  capital  stock, 
provided,  however,  that  such  plan;  (1)  shall  have  been  adopted  by  a  vote  of  a 
majority  of  the  directors  of  such  corporation;  (2)  shall  have  been  approved  by  a 
vote  of  stockholders  representing  a  majority  of  the  capital  stock  at  a  meeting  of 
stockholders  called  for  the  purpose;  (3)  shall  have  been  approved  by  a  majority 
vote  at  a  meeting  called  for  the  purpose,  in  such  manner  as  shall  be  provided  for  in 
such  plan,  of  policyholders  each  insured  in  at  least  one  thousand  dollars  and  whose 
insurance  shall  then  be  in  force  and  shall  have  been  in  force  for  at  least  one  year 
prior  to  such  meeting;  and  (4)  shall  have  been  submitted  to  the  superintendent  of 
insurance  and  shall  have  been  approved  by  him  in  writing,  provided  that  such  plan 
shall  not  be  approved  by  the  superintendent  unless  at  the  time  of  such  approval 
the  corporation,  after  deducting  the  aggregate  sum  appropriated  by  such  plan  for 
the  acquisition  of  all  its  capital  stock,  shall  be  possessed  of  assets  sufficient  to  main- 
tain its  deposit  theretofore  made  with  the  superintendent  and  not  lea  than  the 
entire  liabilitiee  of  the  corporation,  including  the  net  values  of  its  outstanding  con- 
tracts computed  according  to  the  standard  adopted  by  the  corporation  under  sec- 
tion eighty-four  of  this  chapter,  and  also  all  funds,  contingent  reserves  and  surplus 
save  so  much  of  the  latter  as  shall  have  been  appropriated  under  such  plan. 

It  is,  perhaps,  because  of  my  service  on  the  committee  as  its 
actuary  and  especially  because  of  my  well-known  connection,  as 
putative  author,  with  its  legislative  proposals,  that  I  am  invited  to 
prepare  this  account  of  what  has  been  effected,  and  What  has  not 
been  accomplished  as  well,  under  this  law  and  also  generally  since 
its  enactment. 
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The  occasion  for  enacting  such  a  measure  was  as  follows:  the 
investigation  had  disclosed  that  there  had  been  evils  in  stock  man- 
agement of  great  companies  doing  principally  a  participating  busi- 
ness, which  real  mutuality  should  eliminate;  as,  for  instance,  the 
very  real  evil  of  the  control  coming  into  weak  or  even  criminal 
hands.  It  is  true  that  mutual  companies  were  not  found  to  be  free 
from  evil  conditions,  owing  to  the  fact  that  their  managements, 
through  a  vicious  proxy  system,  had  been  so  entrenched  that  there 
was  little  sense  of  responsibility  to  the  members;  but  this,  the  com- 
mittee conceived,  could  be  remedied  by  election  regulations  which 
would  render  the  management  more  accountable  to  policyholders. 
In  view  of  these  things,  it  seemed  desirable  to  give  the  opportunity, 
whenever  the  holders  of  the  majority  of  the  Btock,  impressed,  say, 
with  the  importance  of  perpetuating  the  management  in  the  interest 
of  policyholders,  were  willing  to  provide  for  mutualization,  for  the 
policyholders  to  pass  upon  the  matter  and,  if  they  and  the  superin- 
tendent of  insurance  approve,  redeem  the  stock  at  a  rate  fixed  by 
agreement  and  thereafter  own  and  control  their  company. 

There  is  no  reason  for  disguising  that  an  important  and  per- 
haps conclusive  reason  for  recommending  this  legislation  was  the 
condition  in  regard  to  the  Equitable  Life  Assurance  Society  in  which 
the  bare  majority  of  $100,000  of  stock  controlled  hundreds  of  mil- 
lions of  dollars  of  reserves  and  surplus  accumulated  for  participating 
policyholders  and  in  which  evils  and  perils  arising  out  of  such  con- 
trol had  so  aroused  the  public  that  the  committee  and  its  investiga- 
tion had  resulted.  The  purchase  of  this  stock  at  a  price  involving 
about  $3,000,000,  though  it  could  never  pay  more  than  $3,500  per 
annum  in  dividends,  the  attempted  semi-mutualization  which  was 
necessarily  abortive,  so  far  as  vesting  the  control  went,  and  the  plac- 
ing of  the  majority  of  the  stock  in  the  hands  of  trustees  of  the  high- 
est repute,  under  an  appointment,  however,  limited  to  five  years  as 
required  by  statute,  had  emphasized  the  need  for  a  provision  for 
mutualization. 

Since  then,  there  have  been  two  more  transfers  of  the  majority 
of  the  stock  of  this  company,  each  time  at  an  advance  in  price,  equal 
to  interest  on  the  original  consideration.  Stability  of  management 
has  so  far  been  maintained  by  continuing  the  holding  and  voting 
trust  from  five-year  period  to  five-year  period.  But  there  has  never 
been  mutuali&ation  although  steps  were  at  one  time  taken,  looking 
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toward  it.  That  this  should  be  the  case  will  require  consideration; 
but  such  is  postponed  until  later  in  this  paper  because  there  are  many 
other  matters  which  can,  to  better  advantage,  be  dealt  with,  first. 
In  passing,  however,  it  is  well  to  say  that  two  actualizations  have 
taken  place  under  the  statute  and  that  in  an  adjoining  state  a  third 
has  taken  place,  a  court  of  equity  passing  upon  it  in  lieu  of  the  super- 
intendent of  insurance  and  also  creating  and  supervising  the  proce- 
dure as  provided  by  a  special  statute,  all  of  which  will  be  considered 
later  in  this  paper. 

Mutualization  of  a  life  insurance  company  was  not  unknown  in 
the  United  States  prior  to  the  enactment  of  the  New  York  law.  Its 
earliest  appearance  in  the  United  States  was  in  Massachusetts 
where  the  excellent,  established  mutual  life  companies,  now  and  for 
a  long  time  controlled  and  owned  exclusively  by  policyholders, 
originally  had  guaranty  capital,  ultimately  redeemed  out  of  policy- 
holders' surplus  pursuant  to  charter  provisions.  This  was  also  true 
of  the  National  Life  Insurance  Company  of  Vermont,  and  of  a  few 
other  companies  in  other  states. 

The  laws  of  Massachusetts,  however,  now  provide  neither  for 
the  organization  of  new  mutual  companies,  with  guaranty  capital, 
nor  for  the  mutualization  of  stock  companies,  for  the  organization 
of  which  provision  is  made  in  the  statutes.  In  1906,  of  the  eastern 
states,  only  New  Jersey  provided  for  the  organization  of  mutual 
companies  by  means  of  redeemable  guaranty  capital — an  anachro- 
nistic survival  in  the  statutes,  not  actually  used  for  twenty  years 
past;  but  there  was  no  provision  for  mutualieing  a  stock  company. 

In  New  York,  as  in  Massachusetts,  it  had  been  impossible  for 
fifty  years  to  incorporate  a  mutual  life  insurance  company  at  all, 
i.e.,  whether  with  guaranty  capital  or  without.  ■  This  was  true,  not- 
withstanding that  in  both  states  mutual  companies  were  the  leaders 
and  their  success  indisputably  complete. 

This  anomaly  has  a  history  which  sheds  light  upon  the  whole 
subject,  including  the  need  for  laws  permitting  mutualization. 

Prior  to  1835,  what  life  insurance  there  was  in  the  United  States 
was  purveyed  either  by  ultra-venturesome  and  not  very  sound 
British  companies  or  by  the  Massachusetts  State  Hospital  Life 
Insurance  Company  (a  stock  corporation  using  its  profits  in  part  to 
maintain  a  hospital),  the  New  York  Life  Insurance  and  Trust  Com- 
pany, the  Gir&rd  Annuity  and  Trust  Company  of  Philadelphia  and 
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two  or  three  other  similar  companies  which  supplied  life  insurance 
at  very  high  rates,  as  a  "side-line." 

These  concerns  did  so  little  life  insurance  business  that  in  1835 
one  of  them  successfully  opposed  the  chartering  of  a  new  stock  com- 
pany in  New  York  upon  the  ground,  based  upon  its  experience,  that 
there  was  not  enough  business  to  divide.  Similar  throttling  was 
resorted  to  in  other  states. 

But  a  mutual  movement  got  under  way,  perhaps  because  its 
potentialities  were  underrated,  in  1835  in  Massachusetts  by  the  in- 
corporation with  guaranty  capital  of  the  New  England  Mutual  Life 
Insurance  Company — which,  however,  was  unable  to  get  under  real 
headway  for  several  years — and  in  1842  in  New  York  by  the  organi- 
sation of  the  Mutual  Life  Insurance  Company,  without  capital 
stock  but  with  a  good  volume  of  insurance  on  which  the  first  pre- 
miums had  been  paid.  These  two  companies,  together  with  the 
Connecticut  Mutual,  the  Mutual  Benefit  of  New  Jersey,  the  Penn 
Mutual  of  Philadelphia  and  the  New  York  Life  (also  mutual),  all  of 
which  were  organized  within  fifteen  years,  soon  demonstrated  the 
success  of  mutual  life  insurance  and  indeed  drove  the  stock  com- 
panies named  above  out  of  the  field. 

They  thereupon  (excepting  in  New  Jersey  as  stated)  brought 
about  the  prohibition  of  the  organization  of  mutual  companies, 
whether  with  or  without  guaranty  capital.  Not  fearing  stock  com- 
pany competition,  they  consented  to  statutes  permitting  such  in- 
corporation, but  without  provision  for  redeeming  the  capital  stock 
and  for  mutualisation. 

In  1906,  in  addition  to  the  section  permitting  mutualisation 
which  is  set  forth  in  the  opening  of  this  paper,  Senator  Armstrong 
introduced,  and  the  legislature  enacted,  a  provision  for  incorporat- 
ing mutual  companies  with  guaranty  capital.  This,  however,  has 
been  wholly  without  result,  as  I  myself  warned  the  committee  in 
that  it  would  be,  in  case  the  limitation  on  total  expense  were  adopted 
because  a  new  company  could  not  in  its  first  years  so  confine  its 
overhead  expense.  Certain  of  the  committee  and  its  advisers  were 
so  bent,  however,  upon  heightening  the  public  impression  (which 
was  otherwise  well-founded)  that  economy  was  to  be  enforced,  that 
it  was  insisted  that  the  limitation  upon  total  expenses  of  companies 
doing  a  participating  business,  now  contained  in  Section  97  of  the 
New  York  Insurance  Law,  be  imposed.     This  provision  really  places 
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do  restriction  whatever  upon  a  company  with  an  established  partici- 
pating business,  being  far  higher  than  the  most  wasteful  manage- 
ment would  dare  to  go.  It  was,  moreover,  at  once  relaxed  upon  the 
earnest  and  even  eager  initiative  of  the  superintendent  of  insurance, 
by  an  amendment  to  relieve  the  company  at  the  only  time  that  it 
would  have  imposed  some  slight  measure  of  special  economy,  viz: 
upon  the  Metropolitan  Life  Insurance  Company  when,  by  actuali- 
zation, it  passed  from  a  non-participating  to  a  participating  busi- 
ness. It  merely  renders  the  establishment  of  new  mutual  com- 
panies just  as  impossible  in  New  York  since  1906,  as  before,  be- 
cause, though  now  their  incorporation  is  permitted  by  law,  they 
cannot  possibly  keep  total  expenses,  including  home  office  expenses, 
down  to  this  limit  in  their  earlier  years. 

This  has  no  reference  to  the  limitations  on  cost  of  new  business 
in  the  same  section,  which  do — or  at  least  should  and  would  in  all 
cases  if  not  evaded  in  any  way — affect  old  and  new  companies  alike 
and  afford  fair  canons  for  justifiable  expenditure  for  new  business, 
whether  by  an  old  company  or  a  new  company.  These  standards, 
it  is  now  generally  recognised,  are  genuinely  useful  and  their  imposi- 
tion has  been  one  of  the  most  important  reforms  introduced  by  the 
Armstrong  legislation.  But  the  limitation  on  total  expense  remains 
the  same  as  at  the  outset  and,  moreover,  has,  as  stated,  been 
promptly  mitigated  the  very  first  time  it  might  have  enforced  even 
the  least  measure  of  economy. 

By  the  time  the  Equitable  Life  Assurance  Society  was  organised 
in  1859,  the  door  was  closed,  locked  and  sealed  against  the  incorpo- 
ration in  New  York  of  a  mutual  life  insurance  company,  not  because 
Buch  had  not  been  successful,  but  because  they  had — and  so  were 
powerful.    These  companies  had  dictated  what  the  law  should  be. 

The  founders  of  the  new  company,  Henry  B.  Hyde,  cashier  of 
the  Mutual  Life  Insurance  Company,  and  his  father,  Boston  agent 
of  the  same  company,  purposed  and  wished  to  create  a  mutual  com- 
pany. It  was  of  such  a  company  that  the  elder  Hyde,  together  with 
one  Johnson  (another  agent,  who  went  into  the  western  wilderness 
and  in  the  absence  of  stifling  regulatory  statutes  founded  the 
Northwestern  Mutual  Life  Insurance  Company,  purely  mutual,  in  a 
email  Wisconsin  town,  in  1857,  two  years  before  the  Equitable) 
talked  together  during  their  ever-memorable  sojourn  in  Scoharie 
County  in  the  Catskills,  from  which  they  emerged,-  each  eager  to  se  t 
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on  foot  a  new  mutual  company.  It  was  also  a  mutual  name  which 
the  Hydes  chose,  "Society,"  not  "Company";  and  in  the  litera- 
ture put  out  to  secure  stock  subscriptions,  assurances  were  given 
that  the  policyholders  would  receive  all  the  profits — the  7  per 
cent  dividend  on  stock  barely  representing  interest  in  those  days. 
The  charter  so  provided,  also,  and  so  provides  to  this  day,  to  the 
great  embarrassment  of  persons  who  would  figure  out  a  way  to  make 
the  shares  valuable,  either  by  enlarging  dividends  or  even  on  a 
winding-up  basis,  for  either  way  all  surplus  appears  to  securely 
belong  to  policyholders. 

Undoubtedly  Mr.  Hyde,  fila,  originally  looked  forward  to  having 
this  stock  retired  some  time,  legislative  authority  being  secured;  but 
by  the  time  the  Equitable  became  one  of  the  "big  three"  in  control 
of  life  insurance  legislation  in  New  York  and  he  could  easily  have 
secured  such  a  law,  the  feeling  of  security  and  personal  power  and 
well-being  which  accompanied  having  "the  control  of  the  Equi- 
table".locked  up  in  his  own  safety-vault  box,  put  this  thought  out 
of  his  head.  Anything  at  all  definite  concerning  having  this  stock 
redeemed  never  came  to  light,  accordingly,  until  the  persons  sup- 
posed to  represent  the  estate  of  the  late  J.  Fierpont  Morgan  inti- 
mated that  such  might  be  done;  but  by  this  time  it  represented  an 
investment,  not  of  $50,000,  but  of  nearly  $3,000,000,  and  yet  was 
costing  dividends  of  only  $3,500  a  year,  which  rendered  the  problem 
somewhat  difficult. 

Of  that  problem  and  of  its  attempted  solution,  more  hereafter. 
Before  entering  upon  any  consideration  of  what  has  taken  place 
since  the  law  of  1906  was  enacted,  it  is  desirable  briefly  to  relate  some 
of  the  things  re  mutualization  which  had  taken  place  prior  to  that 
time  and  the  difficulties  encountered. 

The  Massachusetts  companies  and  the  National  Life  of  Ver- 
mont, from  their  organization,  mutual  though  with  guaranty  capital, 
slowly  emerged  as  purely  mutual  by  redeeming  the  stock;  in  some 
the  process  was  long  delayed  and  a  little  bit  of  stock  ownership,  a  few 
thousands  literally,  hung  on  as  a  useless  appendage,  but  ultimately 
this  was  sloughed  off.     The  charters  made  provision  for  it. 

In  Connecticut,  however,  one  such  company,  with  a  mutual 
name  but  with  capital  stock,  found  it  no  such  easy  matter.  The 
holders  of  the  majority  of  the  stock,  for  a  liberal  consideration,  sold 
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out  to  parties  just  then  completing  the  wreck,  at  a  profit  to  them- 
selves, of  a  Philadelphia  company. 

Now  Hartford  had  gone  through  that  experience  once  already, 
i.e.,  had  had  such  men  buy  the  control  of  a  life  company  in  that  city 
and  proceed  to  wreck  it;  and  Hartford  was  then,  as  now,  an  insur- 
ance center,  proud  of  its  many  sound,  well-conducted  companies, 
and  jealous  of  its  reputation.  Therefore,  the  great  insurance  in- 
terests there  supported  certain  officers  and  directors  of  the  company 
in  question,  in  obtaining  a  law  providing  for  the  retirement  of  the 
stock  of  this  company  at  a  figure  not  beyond  its  fair  value.  This 
was  done  by  authorizing  the  company  to  buy  its  own  shares.  No 
small  part  of  the  credit  for  conceiving  and  carrying  through  this 
difficult  and  unprecedented  program,  which  has  resulted  in  the 
Phoenix  Mutual  Life  Insurance  Company  becoming  and  continuing 
one  of  the  best  mutual  companies  in  the  country,  is  due  to  the  in- 
tegrity and  determination  of  the  present  president  of  that  company, 
then  a  young  man  and  serving  in  a  responsible,  but  not  controlling, 
capacity. 

Under  the  New  York  Law  of  1906,  authorizing  and  providing 
for  mutualization,  two  stock  companies  have  been  mutualized,  the 
Metropolitan  Life  Insurance  Company  and  the  Home  Life  Insur- 
ance Company,  both  of  New  York  City.  During  the  same  period, 
one  other  company,  the  Prudential  Insurance  Company,  of  Newark, 
N.  J.,  has  also  become  mutual,  under  a  special  enabling  act,  by  in- 
voking the  aid  of  a  court  of  chancery. 

The  Metropolitan  Life  Insurance  Company  was  incorporated 
in  1866.  For  more  than  a  decade,  through  the  most  perilous  period 
in  American  life  insurance  history,  its  outlook  for  permanence  was 
precarious.  About  1880,  it  undertook  to  establish  an  industrial  life 
insurance  business,  the  Prudential  of  Newark  having  broken  the 
ground  in  a  small  way  and  the  Prudential  of  London  having  scored 
a  great  success  in  Great  Britain. 

In  doing  this,  the  company  availed  itself  of  skilled  Geld  men, 
fresh  from  this  work  in  Great  Britain;  and,  when  under  the  pressure 
of  net  level  premium  valuation,  then  rigidly  enforced  by  insurance 
departments,  its  surplus  rapidly  fell  away,  the  company  also  im- 
ported the  London  company's  actuary.  By  his  assistance,  reason- 
able concessions  regarding  reserves  were  secured  which,  while 
making  ample  provision,  did  not  require  more  than  could  be  accumu- 
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lated.  Thus  fostered,  the  company  built  up  a  big  and  profitable 
business!  enabling  the  payment  of  good  cash  dividends  and  also  the 
increase  of  the  capital  from  $500,000  to  $2,000,000  by  the  declara- 
tion of  stock  dividends,  upon  which,  by  an  amendment  to  the  charter, 
dividends  were  limited  to  7  per  cent  per  Annum. 

The  death  of  the  president  in  the  early  nineties  placed  upon 
the  present  president,  who  had  been  his  coadjutor  from  the  start, 
sole  responsibility  for  the  management.  The  charter  was  amended, 
bo  as  to  give  policyholders  a  vote,  but  with  the  provision  that  the 
majority  of  the  directors  should  be  persons  holding,  or  representing, 
the  owners  of  a  majority  of  the  stock.  The  company  ceased  en- 
tirely to  issue  participating  policies,  so  that  all,  or  nearly  all,  its 
accumulated  surplus  technically  "belonged"  to  its  stockholders — 
though  the  fact  that  dividends  on  "non-participating"  industrial 
policies  were  paid  and  were  really  held  out  as  payable  might  affect 
this. 

It  is  the  general  understanding  that  the  management,  after  the 
death  of  the  first  president,  did  not  itself  hold  a  maj  ority  of  the  stock ; 
and  from  time  to  time  there  were  rumors  of  a  majority  being  offered 
for  sale  by  others.  These  rumors  ceased  in  1914  and  were  suc- 
ceeded by  a  rumor  that,  the  holders  had  adjusted  matters  with 
persons  interested  in  the  management. 

The  mutualization  followed.  It  opened  with  a  resolution  of 
the  Board  of  Directors  adopted  on  November  6, 1914,  setting  forth 
that  the  company  was  possessed  of  surplus  to  policyholders  (includ- 
ing capital)  "amounting  to  over  $40,000,000"  and  providing  for 
submission,  as  required  by  statute,  to  meetings  of  stockholders  and 
of  policyholders  of  a  plan  to  retire  the  stock,  par  value  12,000,000, 
by  paying  in  redemption  of  the  same  the  sum  of  $6,000,000. 

The  stockholders  at  a  meeting  held  on  December  4,  1914, 
approved  the  plan  by  unanimous  vote,  75,960  shares  (of  $25  each) 
voting  out  of  80,000. 

A  notice, '  embracing  a  full  and  clear  statement  of  what  was 
proposed,  was  sent  each  policyholder  together  with  a  proxy  blank 
(white)  instructing  to  vote  for  the  plan  and  another  (pink)  instructs 
ing  to  vote  against  the  plan.  The  meeting  of  policyholders  was  held 
on  December  28,  1914,  and  resulted  in  59,552  votes  for  the  mutuali- 
sation  and  2,074  against  it. 
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On  January  4,  1915,  the  chief  examiner  of  life  insurance  com- 
panies for  the  insurance  department  of  the  state  of  New  York  made 
a  report  upon  the  condition  of  the  company  as  of  December  31, 1914, 
based  upon  his  examination,  showing  resources  of  $496,872,915.32 
and  surplus  (exclusive  of  capital)  of  $33,294,660.01.  The  same  day 
the  superintendent  of  insurance,  proceeding  upon  the  papers  sub- 
mitted, including  this  report,  approved  the  mutualization  which  was 
immediately  carried  into  effect. 

The  company  parted,  from  a  purely  financial  viewpoint,  with 
$6,000,000  in  order  to  be  released  from  paying  $140,000  per  annum 
in  dividends;  or,  assuming  investments  representing  the  $2,000,000 
of  capital  yielded  5  per  cent,  i.e.,  $100,000,  a  bonus  of  $4,000,000 
was  paid  to  get  rid  of  paying  in  dividends  $40,000  per  annum  addi- 
tional, out  of  earnings  of  other  funds. 

But  such  is  a  very  incomplete  and  partial  view  of  the  matter. 
This  was  still  a  stock  corporation.  If  there  was  a  doubt  that  all,  or 
nearly  all,  the  surplus  "belonged"  to  the  stockholders,  there  could 
be  little  doubt  that  courts  would  hold  that  much  of  it  did;  "  much  " 
might  easily  mean  $4,000,000  or  more  out  of  more  than  $33,000,000. 
Indeed,  it  could  hardly  mean  less.  The  limitation  of  dividends 
might,  or  might  not,  be  valid;  it  also  might,  or  might  not,  prevent 
capitalization  of  surplus.  The  continuation  of  policyholders  voting 
might  also  be  questionable,  if  contested  on  behalf  of  holders  of  a 
majority  of  the  stock;  and  permanence  and  stability  of  manage' 
ment  might  be  jeopardized  by  a  change  of  ownership  of  a  majority 
of  the  shares.  With  upwards  of  $450,000,000  of  policyholders'  re- 
serves at  stake,  these  considerations  should  not  be  lost  sight  of.  The 
management  had,  by  these  means,  the  best  at  hand,  sought  to  guard 
those  interests;  only  mutualization  could  effectually  and  perma- 
nently do  so. 

Except  as  regards  the  majority  of  the  shares,  taken  off  the  mar- 
ket by  arrangement,  the  management  was  not  over-heavily  inter- 
ested in  the  stock;  and  as  regards  that  block  of  stock,  no  suspicion 
is  entertained  that  the  management  enjoyed  a  substantial  "rake-off" 
and  it  is  known  that  "three  for  one"  or  thereabout  is  what  it  was 
earlier  rumored  that  this  block  could  be  bought  at.  Neither,  taking 
into  account  the  risks  which  were  great,  were  the  returns  on  the 
original  investment  excessive,  for  capital  embarked  in  so  successful 
and  profitable  an  enterprise. 
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When  the  mutualization  section  was  added  to  the  insurance 
law,  the  purpose  was  to  enable  stockholders  and  policyholders  to 
strike  a  bargain  and  that  such  bargain  should  be  utilized  to  redeem 
the  stock  unless  the  superintendent  of  insurance  should  see  some 
serious  and  conclusive  reason  to  withhold  his  consent;  certainly 
no  such  reason  here  appears. 

The  Home  Life  Insurance  Company  was  incorporated  in  1860. 
Its  capita]  stock  was  $125,000  and  its  surplus  to  policyholders  (in- 
clusive of  capital)  December  31,  1915,  $2,013,435.  By  its  charter 
stockholders  were  limited  to  dividends  of  12  per  cent  per  annum 
and  the  remainder  of  the  profits  belonged  to  participating  policy- 
holders. The  company  issued  participating  policies  only,  though 
it  had  a  few  non-participating  policies,  issued  before  1907,  in  force. 

The  first  step  toward  mutualization  was  taken  on  April  17, 
1916,  when  the  Board  of  Directors  adopted  a  resolution  setting  forth 
the  facts  and  submitting  to  meetings  of  stockholders  and  of  policy- 
holders a  plan  to  mutualiae  by  paying  $450  for  each  $100  share  or 
$562,500  in  all  for  the  $125,000  par  value. 

At  a  meeting,  held  on  May  4, 1916,  of  the  stockholders,  1,024 
shares  out  of  1,250  being  represented,  holders  of  409  shares  being 
present  in  person  and  holders  of  615  shares  being  represented  by 
proxy,  the  proposed  mutualization  was  unanimously  approved. 

A  meeting  of  policyholders  was  called  for  May  25,  1916,  the 
notice  fully  setting  forth  the  condition  of  the  company,  the  terms  of 
the  proposed  redemption  of  stock  and  the  reasons  why  the  manage- 
ment deemed  it  advisable.  Blank  proxies  "for"  or  "against"  were 
sent  to  each  policyholder.  At  the  meeting  6,666  votes  were  cast, 
only  six  in  person,  6,118  in  favor  of  mutualization  and  548  against. 

On  May  26, 1916,  the  chief  examiner  of  life  insurance  companies 
made  a  report  to  the  superintendent  of  insurance  of  the  state  of  New 
York,  as  a  result  of  his  examination  of  the  company,  showing  it  to  be 
possessed  of  $32,183,296.20  assets  and  $2,026,601.78  surplus  (includ- 
ing capital) ;  upon  which  report  and  the  other  papers  submitted,  the 
superintendent  approved  the  mutualization  and  it  was  carried  into 
effect. 

Considered  purely  as  a  financial  matter,  this  mutualization 
might  also  be  questioned;  for  the  dividends  to  which  stockholders 
were  limited  were  only  $15,000  per  annum  or  2j  per  cent  on  the  re- 
demption price  of  $562,500;  but,  again,  there  is  the  desirability  of 
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getting  rid  of  a  useless  and  at  some  future  time  possibly  pernicious 
stock  interest  and  there  is  the  consideration  that  even  this  is 
surely  not  an  extravagant  return  for  the  risk  the  stockholders  took 
in  establishing  the  company  and  in  bringing  it  to  its  present  con- 
dition of  security  and  earnings.  > 

In  any  event,  the  intention  of  the  legislature  was  to  permit  the 
stockholders  and  the  policyholders  to  contract  with  reference  to 
retirement  of  the  stock,  subject  only  to  a  veto  by  the  superintendent 
if  it  were  clearly  not  in  the  interest  of  policyholders;  and  such  could 
not  be  said  of  this  transaction. 

The  mutualization  of  the  Prudential  Insurance  Company  was 
effected  under  a  special  statute  of  the  state  of  New  Jersey  providing 
for  approval  by  a  majority  of  the  policyholders  voting  at  a  meeting 
called  for  the  purpose  and  for  the  price  being  fixed  by  commis- 
sioners appointed  by  the  chancellor.  Instead  of  redemption,  the 
mutualization  could  be  effected  by  purchasing  at  least  a  majority  of 
the  shares  and  as  many  more  as  were  offered  at  the  price  fixed  by  the 
commissioners;  such  shares  could,  so  long  as  others  were  still  out- 
standing, be  treated  as  in  force,  thus  leaving  the  policyholders  in 
control  of  the  company  through  their  ability  to  vote  the  shares. 
This  was  accomplished  by  having  trustees  hold  and  vote  the  shares 
for  the  policyholders  or  rather  for  the  company  on  behalf  of  the 
policyholders. 

The  Prudential,  when  mutualization  was  arranged  for,  bad 
12,000,000  capital  stock  and  surplus  of  about  $23,600,000.  It  had 
paid  dividends  of  10  per  cent  for  several  years  and  20  per  cent 
in  1913.  Its  cash  dividends  were  no't  limited  by  law,  but  it  could 
not  increase  its  capital  stock  and  so  could  not  give  dividends  in 
stock. 

The  commissioners  found  the  shares  of  $50  par  value  to  be 
worth  $455  each.  This  was  arrived  at  by  computing  that  $12,988,- 
953.26  was  clearly  stockholders'  earned  surplus,  that  $5,000,000 
fairly  represented  their  interest  in  other  as  yet  unrealized  earnings 
and  $185,155.63  the  actual  increase  in  market  values  accruing  to  the 
date  of  valuation.  This  makes  $18,174,108.89.  At  $455  per  $50 
share,  the  commissioners  allowed  $18,200,000. 

A  special  meeting  of  the  stockholders  was  called  for  October  7, 
1914,  at  which  30,889  shares  were  represented  and  were  voted.  It 
was  unanimously  resolved  to  authorize  the  company  to  purchase 
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such  shares  as  were  offered,  at  the  price  fixed  by  the  commissioners. 
A  special  meeting  of  policyholders  was  also  called  for  the  same  day, 
upon  notice  to  each  policyholder  accompanied  by  blank  proxies  "for" 
and  "against"  the  plan,  at  which  941,005  policyholders  were  repre- 
sented of  whom  940,797  voted  for  it  and  20S  against  it. 

These  proceedings  and  the  whole  transaction  were  finally  ap- 
proved by  the  chancellor,  after  a  hearing,  on  December  22,  1914. 

It  is  obvious  that  a  higher  price  was  allowed  for  the  stock  in  this 
case  than  in  either  of  the  other  cases,  the  proof  taken  by  the  com- 
missioners resulting  in  a  much  larger  proportionate  figure  being 
fixed  as  the  value  of  the  stock,  viz. :  nine  and  one-tenth  times  the  par 
value,  as  against  three  times  the  par  value  in  the  case  of  the  Metro- 
politan and  four  and  one-half  times  the  par  value  in  the  case  of  the 
Home.  Cash  dividends  were  not  limited,  however,  as  in  both  the 
other  companies;  and  market  values  also  had  been  from  four  to  as 
high  as  eight  times  the  par  value,  actual  sales,  and  the  controlling 
interest  had  brought  several  years  before  six  times  the  par  value. 

It  may  be  doubted,  however,  that  under  the  New  York  law  so 
high  a  price  would  have  been  secured;  for  policyholders  must  have 
been  greatly  influenced  by  the  findings  of  the  Commissioners,  ap- 
proved by  the  chancellor,  regarding  the  value  of  the  stock.  In  the 
absence  of  such,  they  might  have  driven  a  harder  bargain,  especially 
if  the  insurance  commissioner  gave  support  to  their  view  of  the 
matter. 

The  earnings  of  the  company  were  so  extraordinary  that  its 
vice-president  and  actuary  was  able  to  testify  at  the  final  hearing 
that  about  40  per  cent  of  the  entire  redemption  price  of  the  stock 
was  recouped  by  the  addition  to  surplus  during  the  y  ear.in  which  the 
matter  was  brought  to  a  conclusion. 

This  completes  all  the  mutualizations  that  have  taken  place 
under  such  statutory  authorization.  One  other  in  New  York  was 
mooted,  viz.:  the  mutualization  of  the  Equitable  Life  Assurance 
Society.  The  suggestion  was  brought  forward  after  the  death  of  the 
late  J.  Pierpont  Morgan,  who  was  owner  of  the  majority  of  the  com- 
pany's stock.  These  holdings  represented  a  cost  of  nearly  $3,000,- 
000  for  a  bare  majority  of  the  stock,  i.e.,  a  price  of  $600  per  $100 
share  or  sixty  times  the  par  value. 

The  company  possessed  surplus,  however,  of  nearly  $80,000,- 
000,  of  which  about  $10,000,000  was  so-called  "general"  or  unas- 
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signed  surplus.  Dividends  to  stockholders  are  limited  to  7  per 
cent  per  annum — i.e.,  $3,500  on  the  $50,000  of  capital  whioh  an  in- 
vestment of  $3,000,000  represented.  Moreover,  the  charter  quite 
definitely  bestows  all  other  earnings  upon  policyholders. 

The  suggestion  seemed  not  to  meet  favor  and  was  dropped. 
This  stock  was  afterwards  transferred  at  some  advance  in  price  to 
Colonel  T.  Coleman  Dupont,  the  present  owner. 

From  a  financial  standpoint,  to  pay  out,  say,  $6,000,000  to  re- 
deem $100,000  of  stock  which  is  paying  only  $7,000  a  year  in  divi- 
dends and  apparently  never  to  be  entitled  to  more,  seems  unjusti- 
fiable. But  three  men  so  shrewd  as  Thomas  F.  Ryan,  J.  Pierpont 
Morgan  and  T.  Coleman  Dupont,  have  in  turn  paid  the  same  price, 
or  virtually  so  for  a  controlling  interest;  and  another  man,  not  less 
Bhrewd,  the  late  E.  H.  Harriman,  offered  to  take  the  stock  from  Mr. 
Ryan's  hands  or,  if  that  were  not  acceptable,  to  share  equally  in  its 
cost  and  ownership. 

There  is  little  doubt  that  the  great  disproportion  of  the  price  at 
which  the  stock  would  be  offered  in  the  proposed  mutualization  and 
its  par  value  or  its  value  based  on  dividend  return  was  the  cause  of 
the  subsidence  of  the  movement  to  mutualize  this  company.  It  iB 
notorious  that  the  superintendent  of  insurance  could  not  see  how  it 
could  be  justified. 

Yet  unquestionably  the  immediate  purpose  in  enacting  the 
mutualization  law  was  to  enable  the  stockholders  and  the  policy- 
holders of  the  Equitable  Life  Assurance  Society,  then  desirous  of 
making  it  a  mutual  company,  to  retire  the  stock  upon  reasonable 
terms  which  would  be  acceptable  to  both  sides. 

Why  the  law,  though  opening  the  door  to  other  mutualizations, 
has  not  succeeded  in  making  this  feasible,  deserves  careful  considera- 
.  tion  to  the  end  that,  if  practicable,  a  way  be  found  to  enable  that 
company  to  free  itself  of  its  utterly  inconsiderable  stock  interest. 

The  reason  why  mutualization  of  the  Equitable,  or  at  least  the 
acquisition  of  control  by  its  policyholders,  has  not  been  accom- 
plished, is  this:  While  you  and  I  and  everybody  know  that  the 
majority  of  the  stock  of  a  corporation  is  worth  more,  share  by  share, 
than  shares  not  so  embraced,  provided  you  want  to  control  its  man- 
agement, policyholders,  superintendents  of  insurance  and  members 
of  the  legislature,  all  only  while  serving  in  such  capacities,  must  not 
be  assumed  to  know  this. 
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Not  to  know  it  did  not  make  so  very  much  difference  in  the 
Metropolitan  or  Home — though,  in  both  cases,  a  price  was  allowed, 
at  least  equal  to  prices  known  to  have  been  paid  or  offered  for  the 
majority  of  the  stock — because  only  from  three  to  four  and  one-half 
times  the  par  value  was  allowed.  In  the  Prudential,  where  nine  and 
one-tenth  times  the  par  value  was  allowed,  undoubtedly  minority 
holders  received  two  or  three  times  what  their  stock  could  have  been 
sold  for.  In  the  Equitable,  however,  the  difference  is  enormously 
greater;  three  times  would  be  a  large  value  on  an  earnings  basis 
while  about  sixty  times  has  been  paid  or  offered  within  ten  years  by 
shrewdest  financiers  for  the  majority  holding,  which  carries  con- 
trol. Were  the  deal  to  go  through,  therefore,  in  the  same  way  as 
the  retirement  of  capital  in  the  Metropolitan  or  Home,  as  provided 
in  the  present  New  York  law,  not  only  would  sixty  times,  i.e.,  about 
$3,000,000,  be  paid  for  the  majority  shares  needed  to  give  the  policy- 
holders control,  but  also  sixty  times,  i.e.,  just  under  $3,000,000  more, 
for  shares  not  needed  for  that  purpose,  redemption  of  which  would 
only  save  (3,500  in  dividends. 

To  what  does  this  point?  To  abandonment  of  the  idea  of 
tnutualizing  the  company,  to  consenting  to  the  payment  of  a  vast 
sum  to  persons  who  do  not  hold  the  control  in  order  to  get  control 
or  to  the  advisability  of  amending  the  law  so  that  the  policyholders 
may  authorise  the  purchase  of  the  majority  of  the  shares  to  be  held 
by  trustees  and  voted  as  the  policyholders  may  direct,  the  price  for 
such  stock  to  be  as  determined  by  the  agreement  between  the  holders 
and  the  policyholders? 

A  precedent,  in  principle,  for  the  last-mentioned  would  be 
found  in  the  action  of  the  Connecticut  legislature  re  the  mutualiza- 
tion  of  the  Phoenix  Mutual  Life  Insurance  Company,  under  which 
the  shares  purchased  were  held  by  the  insurance  commissioner,  act- 
ing as  trustee,  from  1889  to  1893  when,  all  the  shares  having  been 
purchased,  the  trustee  turned  them  over  to  the  company  and  they 
were  retired;  the  act  of  the  New  Jersey  legislature  authorizing  the 
purchase  of  its  stock  by  the  Prudential  is  also  a  precedent.  To  be 
sure,  both  of  these  contemplated  paying  the  same  price  per  share  to 
each  holder  presenting  his  stock  for  purchase;  but  such  is  not  an 
essential,  sine  qua  non  element  of  such  a  law  and,  in  cases  of  a  tre- 
mendously high  value  attaching  to  the  control,  a  departure  in  this 
regard  might  be  made. 
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Unpleasant  references  to  the  probable  motives  of  those  who 
pay  so  much  for  control  are  not  uncommon.  Originally — i.e.,  be- 
fore 1906 — it  was  supposed  that  the  purpose  was  usually  to  secure 
control  of  the  investing  power  in  order  to  buy  up  control  of  other 
enterprises;  since  then,  it  is  thought,  that  object  is  unattainable,  so 
closely  does  the  statute  restrict  investments  by  New  York  life  in- 
surance companies.  Mr.  Ryan  asserted  that  he  bought  to  prevent 
further  demoralization  of  the  stock  and  bond  market;  it  was  made 
public  later  that  Mr.  Morgan  procured  the  transfer  to  him  on  the 
ground  that  he  would  feel  easier  if  the  control  were  with  his  firm. 
But,  whatever  the  purpose  of  paying  such  a  price  for  control  and, 
indeed,  yet  the  more  if  the  purpose  were  or  could  be  evil,  there  cer- 
tainly appears  to  be  good  reason  why  policyholders  might  wish  to 
secure  the  complete  and  permanent  mutuality  of  the  management 
of  the  company  at  an  aggregate  cost  but  one-sixth  as  great  as  in  the 
Prudential,  instead  of  depending  upon  the  owner  of  the  control  con- 
tinuing indefinitely  (and  in  good  faith)  to  trustee  his  shares,  which 
arrangement  expires,  unless  renewed,  every  five  years. 
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COMPANIES 

Br  Lee  K.  Frankel,  Ph.D., 
Third  Vice-President,  Metropolitan  Life  Insurance  Company. 

Writing  in  the  Philosophical  Transactions  for  March,  1693,  on 
"Some  Further  Consideration  of  the  Breslaw  Bills  of  Mortality" 
from  which  he  derived  bis  classic  mortality  table,  Halley  states: 

Besides  the  usee  mentioned  in  my  former,  it  may  perhaps  not  be  an  unac- 
ceptable thing  to  infer  from  the  same  Table,  how  unjustly  we  repine  at  the  short- 
ness of  our  lives,  and  think  ourselves  wronged  if  we  attain  not  Old  Age;  whereas 
it  appears  hereby,  that  the  one-half  of  those  that  are  born  are  dead  in  Seventeen 
years  time,  1238  being  in  that  time  reduced  to  616.  So  that  instead  of  murmur- 
ing at  what  we  call  an  untimely  Death,  we  ought  with  Patience  and  unconcern 
to  submit  to  that  Dissolution  which  is  the  necessary  Condition  of  our  perishable 
Materials,  and  of  our  nice  and  frail  Structure  and  Composition;  And  to  account 
it  as  a  Blessing  that  we  have  survived,  perhaps  by  many  Years,  that  Period  of 
Life,  whereat  the  one-hob"  of  the  whole  Raoe  of  Mankind  does  not 'arrive.1 

Halley's  views  reflected  those  of  his  contemporaries.  It  was 
still  the  age  of  superstition  and  ignorance.  The  fatalism  which 
assumed  that  the  laws  of  death  were  immutable  still  maintained. 
It  is  sot  difficult  to  understand  how  at  a  time  when  the  plague 
was  supposed  to  be  due  to  the  poisoning  of  wells,  and  when  con- 
tagious diseases  as  such  were  practically  unknown  and  unrecog- 
nized, that  Halley  should  advocate  a  philosophy  of  submission  to 
a  decree  which  he  believed  to  be  unchangeable. 

It  is  a  far  cry  from  this  view,  to  the  motto  of  the  New  York  City 
Department  of  Health  which  states  that  "  within  natural  limitations 
a  community  can  determine  its  own  death  rate."  The  difference 
in  these  attitudes  expresses  the  difference  between  the  conception 
of  life  insurance  in  Halley's  day  and  the  modern  attitude  with 
respect  to  the  lengthening  of  human  life.  What  we  are  striving  for 
today  is  the  fulfillment  of  Professor  Fisher's  belief  that  the  average 
length  of  life  may  be  extended  fifteen  years  by  control  of  preventa- 
ble diseases. 

1  Journal  of  lAs  ItutilvU  of  Actuaries,  Vol.  18,  p.  263. 
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The  modern  conception  of  life  insurance  has  added  the  new 
function  of  life  extension.  Whether  this  assumption  of  a  new  func- 
tion is  primarily  based  upon  the  utilitarian  desire  to  reduce  premi- 
ums is  immaterial.  Every  effort,  it  is  true,  is  being  made  by 
insurance  carriers  to  .offer  policies  at  the  most  attractive  rates. 
Competition  between  insurance  companies  requires  this.  -  It  may 
be  that  incidently  life  insurance  companies  have  realized  the  desira- 
bility of  making  active  propaganda  in  the  direction  of  life  extension. 
In  the  long  run  such  activity  must  have  the  important  result  of 
cheapening  the  cost  of  insurance.  Whether  the  motives  which 
inspire  such  activities  are  utilitarian  or  humanitarian,  from  the 
standpoint  of  the  public,  they  are  of  equal  value  and  importance. 

The  history  of  life  insurance  with  respect  to  life  conservation 
may  be  divided  into  three  periods.  In  the  first  we  find  the  almost 
negative  attitude  of  Hailey  in  which  there  is  the  denial  of  the  possi- 
bility of  amending  the  presumably  fixed  laws  of  mortality.  This 
attitude  is  followed  by  a  later  one,  which  may  be  called  the  "pas- 
sive age." 

It  was  during  this  period  that  life  insurance  companies  consid- 
ered the  payment  of  indemnity  as  their  sole  function,  accepting 
mortality  tables  based  upon  existing  mortality  rates.  Life  insur- 
ance companies  made  their  premiums  to  accord  with  these  rates. 
Certainly  in  the  earlier  days  of  life  insurance  there  seems  to  be  no 
evidence  that  the  insurance  companies  endeavored  to  lower  pre- 
miums through  a  reduction  of  mortality. 

It  may  be  urged  that  the  medical  examination  instituted  by 
life  insurance  companies  in  itself  is  evidence  of  the  thought  that 
cost  to  policyholders  would  be  reduced  through  the  selection  of 
risk.  There  can  be  little  doubt  that  in  the  main  this  is  true. 
Through  the  careful  medical  examination  of  the  applicant  for 
insurance  it  is  possible  to  exclude  individuals  of  high  occupational 
and  other  hazard.  It  is  doubtful,  however,  whether  this  particular 
attitude  of  the  companies  was  instigated  by  any  desire  or  thought 
of  extending  the  lives  of  the  insured. 

The  third  period  in  life  insurance  history,  which  may  be  very 
aptly  called  the  "positive  period,"  has  its  inception  in  the  discov- 
eries of  preventive  medicine  and  in  particular  of  the  nature  of  pre- 
ventable diseases. 

Koch's  discovery  of  the  tubercle  bacillus  was  the  beginning  of 
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a  series  of  important  medical  researches  into  the  bacterial  causes  of 
disease.  The  practical  application  of  these  studies  have  had  a  most 
appreciable  effect  upon  the  death  rate.  It  has  only  been  within 
comparatively  recent  years  that  the  machinery  of  life  insurance 
companies  has  been  availed  of  to  cooperate  with  other  agencies 
engaged  in  the  eradication  of  preventable  disease.  The  desira- 
bility of  such  cooperation  should  not  require  elucidation.  What- 
ever assistance  can  be  given  by  the  insurance  company  to  improve 
conditions  of  policyholders  and  to  make  them  live  longer  must  be 
of  vital  importance  both  to  policyholders  and  to  the  company. 

To  fully  appreciate  the  attitude  of  the  life  insurance  com- 
panies one  must  understand  the  underlying  functions  of  insurance. 
Primarily  insurance  as  originally  conceived  was  a  cooperative  under- 
taking to  furnish  reimbursement  for  losses  occasioned  by  distinct 
hazards.  In  its  essence  and  in  its  earlier  development,  it  performed 
only  one  function,  viz.,  indemnity  or  coverage  for  the  existing  risk. 
The  premiums  were  based  on  the  risk  as  found.  Losses  were  paid 
as  they  occurred,  with  the  right  reserved  by  the  insurance  carrier 
to  determine  whether  its  findings  or  losses  agreed  with  those  of  the 
claimant.  To  do  this  it  established  its  own  machinery  for  inspec- 
tion and  control.  Life  insurance  is  a  classic  example  of  this  view. 
Similarly,  fire  insurance  rates  were  based  on  past  experience.  The 
premiums  took  no  note  of  the  possible  reduction  in  the  fire  hazard. 

In  its  later  development  insurance  assumed  the  secondary 
function  of  reducing  losses  by  a  reduction  of  the  hazard.  In  fire 
insurance  the  carrier  required  the  installation  of  sprinkler  systems, 
etc.  Accident  insurance  carriers  required  the  installation  of  safety 
devices.  It  should  be  noted  as  of  vital  importance  that  the  func- 
tion of  the  inspection  bureau  differed  essentially  from  the  function 
of  the  bureau  which  adjusted  claims.  The  one  endeavored  to  pre- 
vent loss;  the  other  secured  the  carrier  against  imposition  and 
fraud.  The  prevention  or  reduction  of  hazard  was  an  advantage 
both  to  the  insured  and  to  the  carrier. 

The  question  may  be  asked  is  a' life  insurance  company  an 
effective  agency  for  carrying  on  a  life  conservation  program?  What 
has  been  said  in  the  previous  paragraph  indicates  the  possibilities 
of  the  mechanism  which  constitutes  a  life  insurance  company.  It 
is  immaterial  whether  such  a  company  be  stock  or  mutual.  Funda- 
mentally there  is  a  contractual  relationship  between  the  company 
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and  its  policyholders.  Of  more  importance,  however,  is  the  idea 
that  whether  the  insurance  carrier  is  a  profit-making  or  a  mutual 
undertaking  in  the  last  analysis  it  is  a  great  cooperative  movement. 
Whatever  is  for  the  benefit  of  the  company  must  necessarily  be  for 
the  benefit  of  its  policyholders.  If  life  extension  can  benefit  the 
company  by  obtaining  for  it  longer  periods  of  premium  payments, 
inversely  its  value  is  demonstrated  by  the  increase  in  the  length  of 
life  of  its  members.  It  is  no  exaggeration  to  say  that  rarely  has  a 
family  been  indemnified  by  the  cash  payments  of  an  insurance 
company  for  the  loss  of  its  wage-earner.  In  other  words  each  year 
of  added  life  to  the  important  wage-earning  member  of  the  family 
is  of  greater  advantage  to  the  family  than  the  payment  of  a  death 

The  opportunities  of  the  insurance  company  in  developing 
health  propaganda  are  manifold.  There  are  many  points  of  con- 
tact between  the  company  and  the  insured.  The  agent  meets  the 
policyholder  at  the  time  that  the  application  is  taken  and  frequently 
at  later  intervals  for  the  collection  of  premiums,  etc.  There  is  the 
intimate  contact  of  the  insured  with  the  medical  examiner.  The 
company  meets  the  policyholder  again  when  it  sends  out  renewal 
notices.  In  many  companies  annual  statements  are  sent. to  the 
policyholders  which  gives  opportunity  for  approach.  Finally  there 
is  the  payment  of  the  death  claim  which  again  brings  the'  company 
in  touch  with  the  family  of  the  insured.  In  the  industrial  com- 
panies, which  collect  premiums  on  a  weekly  basis,  these  points  of 
contact  are  multiplied.  Each  weekly  visit  of  the  agent  to  the  homes 
of  the  insured  gives  opportunity,  if  the  company  desires,  for  carry- 
ing on  a  campaign  of  personal  instruction.  It  is  only  fitting  that 
this  should  be  so  since  in  the  industrial  classes  there  is  a  greater 
need  for  such  instruction  as  the  mortality  in  this  group  is  higher 
than  among  more  favored  classes. 

There  are  still  other  points  of  contact.  Most  of  the  companies 
have  actuarial  and  statistical  bureaus.  The  material  which  reaches 
these  bureaus  daily  has  unlimited  possibilities  for  research.  It  is 
these  bureaus  which  have  the  opportunity  of  studying  changes  in 
mortality  and  to  study  the  hazard  of  occupation,  sex  and  age.  As 
social  laboratories  they  occupy  themselves  with  the  influence  of 
climate  and  locality  on  disease  and  mortality.  Furthermore 
through  cooperation  of  these  various  statistical  and  actuarial  bureaus 
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there  is  the  opportunity  of  obtaining  data  regarding  thousands  of 
experiences  which  are  a  joint  contribution  of  the  various  companies. 
In  this  way  medico-actuarial  studies,  which  have  been  made  in  the 
recent  past,  give  mortality  averages  which  probably  more  clearly 
represent  the  truth  than  could  be  obtained  from  the  experience  of 
any  individual  company. 

The  studies  made  in  the  past  in  this  direction  have  demon- 
strated quite  clearly  the  general  improvement  in  mortality  which 
has  taken  place.  A  joint  committee  of  certain  companies  is  now 
engaged  in  the  construction  of  a  new  mortality  table  which  will 
more  closely  reflect  the  true  mortality  conditions  of  today  than  is 
the  case  with  the  so-called  American  experience  table,  the  one  most 
generally  in  use.  This  table  was  constructed  by  Sheppard  Homans 
between  1858  and  1863.  At  that  time  it  was  supposed  to  be  a 
fairly  conservative  table  for  use  by  insurance  companies  in  deter- 
mining their  premiums.  Today  nearly  all  companies  have  an 
actual  mortality  considerably  lower  than  the  one  given  in  the 
American  table.  There  has  been  a  constant  reduction  in  the  death 
rate  since  1870,  due,  of  course,  to  many  outside  factors  such  as  better 
water  and  milk  supply,  better  health  administration,  the  recognition 
of  infectious  diseases  and  the  installation  of  methods  for  their  con- 
trol. The  table  below  gives  the  actual  to  expected  mortality  cost  of 
twenty  companies  and  brings  out  rather  clearly  the  need  for  a 
revision  of  insurance  mortality  tables: 

PlBCBNTAOB  OF  ACTUAL  TO  EXPECTED  Net  MORTALITY  CoBT,  20  LEADING  Llll 

Insurance-  Companies  or  United  States,  1915 


mortality  oott  net  murfcility  peered  mortal:  ty 

Total  20  companies 148,368,609  100,721,600  67.89 

Metropolitan 10,878,751  6,906,863  63.48 

Prudential 10,130,186  6,628,815  65.44 

New  York  Life 24,550,100  18,026,291  73.42 

Mutual  Life 17,406,560  12,797,219  73. 54 

Equitable,  New  York 16,000,581  12,251,340  76.57 

Northwestern  Mutual 14,691,003  8,859,447  60.31 

John  Hancock 3,466,528  2,283,256  65 .87 

Mutual  Benefit 7,630,016  4,301,886  56.37 

Penn  Mutual 6,779,605  4,665,351  68 .82 

Banke»,Iowa 6,418,317  4,189,704    *  65.28 

Total  1st  10  companies 117,951,547  80,908,171  68.69 
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Nuoe  of  oompwy  Eipeotod  Actual  actual  to  en- 

mortality  oo*t      net  mortality  potted  mentality 

Aetna  Life 4,3(3,703  3,096,938  71.98 

Union  Central 4,542,222  2,647,340  61 .49 

Massachusetts  Mutual 3,814,432  2,625,346  68.83 

Travelers 3,629,321  2,313,612  65.64 

New  England  Mutual 3,169,849  1,961,329  61 .88 

Provident  Life  A  Trust 2,998,175  1,465,082  48.87 

Connecticut  Mutual 2,805,007  1,978,960  70.51 

National  Life,  Vermont 2,077,409  1,368,495  65 .86 

State  Mutual,  Mass 1,909,984  1,270,210  66.51 

Phoenix  Mutual 1,666,960  1,186,218  71.20 

Total  2nd  lOoompaniea 30,417,062  19,813,429  65.13 

It  should  be  noted  here  that  the  remarkable  improvement  in 
mortality  which  has  taken  place  can  only  to  a  very  slight  extent  be 
laid  to  the  door  of  insurance  companies.  Notwithstanding  the 
remarkable  machinery  which  they  have  had  at  their  disposal  it 
has  been  only  recently  that  the  need  of  utilizing  this  machinery 
has  been  fairly  recognized.  More  and  more  companies  are  awak- 
ening to  their  mission  in  this  matter.  If  insurance  companies  are 
to  increasingly  assume  the  responsibility  for  the  protection  of  their 
policyholders,  if  life  insurance  companies  are  not  to  be  misnomers 
but  are  to  assure  longer  life  as  well  as  to  insure  indemnity  at  death, 
it  will  be  well  to  indicate  here  the  lines  along  which  their  activities 
may  be  developed. 

(1)  Aid  to  Public  Agencies  in  the  Development  of  Pdblic 
Hygiene  and  Sanitation 
(a)  Surveys.  If  insurance  companies  are  to  help  in  the  great 
health  campaign  now  being  developed  in  the  United  States  they 
must  first  know  the  facts.  To  obtain  these  surveys  are  necessary. 
The  direction  of  this  has  been  indicated  in  the  classic  work  of  Mes- 
senger, the  late  actuary  of  the  Travelers  Life  Insurance  Company  in 
the  survey  which  he  made  of  a  number  of  southern  cities.  More 
recently  the  Metropolitan  Life  Insurance  Company  has  made  sick- 
ness surveys  in  certain  communities.  Both  of  these,  however,  are 
but  beginnings.  There  is  no  reason  why  insurance  companies 
should  not  make  much  more  detailed  and  elaborate  surveys  than 
have  yetbeen  attempted.  No  organization  can  be  more  interested 
in  determining  the  exact  health  conditions  in  communities  than 
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are  life  insurance  companies.  It  is  in  these  communities  that 
their  solicitors  and  canvassers  arc  seeking  individuals  to  whom  to 
preach  the  doctrine  of  protection.  It  is  of  the  highest  importance 
to  the  company  to  know  whether  health  conditions  in  the  commu- 
nity in  which  it  is  carrying  on  its  business  propaganda  contains 
those  elements  of  public  health  administration  which  will  insure  to 
the  citizens  possibility  of  long  life. 

(b)  Assistance  to  Health  Officers.  In  the  present  development 
of  health  administration  in  the  United  States  the  service  which 
insurance  companies  can  give  to  health  officers  is  inestimable.  Un- 
fortunately in  too  many  communities  politics  still  plays  a  part  in  the 
administration  of  health  offices.  Too  many  of  the  officials  are  in- 
competent  and  unprepared  for  the  important  duties  they  are  to 
perform.  In  too  many  communities  there  is  still  an  utter  apathy 
regarding  health  conditions  even  where  there  are  efficient  men  giv- 
ing all  their  time  and  thought  to  improving  sanitation  and  health. 
It  is  in  these  particularly  that  the  agents  of  the  company  can  teach 
the  lesson  to  citizens  of  the  need  of  cooperating  with  the  health 
authorities.  It  is  in  these  communities  the  companies  would  be 
justified  in  bringing  home  by  letter,  circular,  advertisement  or  other 
means,  the  need  for  adequate  appropriations  to  carry  on  efficiently 
the  cities'  health  work.  The  agent  of  the  company  can  become  a 
health  missionary.  He  can  cite  precept  upon  precept,  statistics 
upon  statistics,  to  prove  from  the  experience  of  his  own  company 
how  closely  the  death  claims  paid  by  his  company  are  related  to 
health  conditions.  The  needs  for  hospitals,  sanatoria,  etc.,  could 
be  accentuated.  The  removal  of  pest  spots,  reforms  in  the 
water  and  milk  supply,  and  other  improvements  which  tend  to  in- 
crease health  come  within  the  purview  of  the  company,  either  through 
its  agents  or  medical  examiners. 

(2)  Education  of  Policyholders  in  Personal  Hygiene  and 
Sanitation 

(a)  Through  medical  examiners  and  nurses. 

(b)  Through  periodic  examinations. 

(c)  Through  agents. 

(d)  Through  literature. 

(a)  Through  Medical  Examiners  and  Nureeai  It  is  here  where 
the  insurance  company  can  exercise  its  most  important  function. 
Its  relation  to  its  policyholders,  as  stated  above,  is  a  close  and  inti- 
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mate  one.  The  relationship  is  fortunately  one  of  mutual  confidence 
based  upon  the  belief  that  the  company  is  a  great  cooperative  organ- 
ization. 

It  is  not  difficult  to  conceive  of  the  possibility  of  the  physician, 
who  examines  an  applicant  for  life  insurance,  doing  more  than  he 
is  expected  to  do  at  present.  At  the  time  of  the  examination  it 
would  be  quite  feasible  for  him  to  give  instruction  to  the  policy- 
holder along  health  lines.  He  could  give  literature  to  the  prospect 
prepared  by  the  company.  He  could  explain  either  in  person  or 
through  literature  especially  prepared,  the  relationship  which  will 
exist  between  the  prospect  and  the  company  in  case  he  obtains  a 
policy.  He  could  drive  home  to  the  policyholder  the  need  of  pro- 
tecting his  health.  Such  protection  and  preservation  means  an 
advantage  not  only  for  him  but  for  the  other  men,  women  and  chil- 
dren, who  are  associated  with  him  in  the  insurance  company. 

The  medical  examiner,  or  if  not  he,  then  the  insurance  company, 
could  undertake  to  give  instruction  to  the  unfortunates  who  are 
rejected.  The  number  of  individuals  who  yearly  apply  for  insur- 
ance and  who  are  unable  to  obtain  it  by  reason  of  ill  health  is  prob- 
ably larger  than  is  generally  realized.  And  yet  these  individuals 
needed  insurance  probably  more  than  their  brothers  who  were  more 
fortunate.  Many  probably  suffer  from  impairments  which  are 
remediable.  A  number  could  probably  be  restored  to  a  sufficiently 
good  state  of  health  to  warrant  the  insurance  company  in  accepting 
them  as  risks.  They  need  instruction  and  guidance.  In  too  many 
cases  today  this  is  not  given. 

I  realize  that  there  are  many  reasons  which  can  be  advanced 
by  insurance  officials  regarding  the  desirability,  if  not  infeasibility, 
of  attempting  to  give  information  to  rejected  applicants  regarding  the 
results  of  medical  examinations.  On  the  other  hand  no  one  can 
deny  the  need  for  attempting  to  help  this  group.  I  have  discussed 
this  matter  in  an  earlier  paper  on  another  subject.*  I  still  believe 
that  some  plan  can  be  devised  whereby  the  rejected  applicant, 
through  his  family  physician,  could  be  made  acquainted  with  his 
condition  so  that  he  might  undertake  a  course  of  treatment  in  the 
hope  of  ultimate  recovery.  The  field  of  the  rejected  applicant  is 
still  largely  neglected  by  insurance  companies.  On  the  other  hand 
no  more  important  service  could  be  rendered  by  insurance  com- 
*"The  Interest  of  Life  Insurance  Companies  in  Social  Hygiene,"  Sot&i 
Hygiene,  December,  1914. 
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paniea  than  this.  The  value  of  the  physician  in  the  company's 
health  campaign  needs  no  lengthy  discussion.  It  is  so  obvious  that 
we  can  pass  without  further  comment. 

There  is  still  another  professional  agent  whose  services  are  prob- 
ably equally  important  but  who  until  recently  has  been  but  little 
recognized.  I  refer  to  the  trained  nurse.  No  outsider  comes  into 
as  intimate  contact  with  the  family  as  the  curse  does.  She  Bees  the 
family  from  every  angle.  She  is  apt  to  meet  every  member  of  the 
family.  She  is  called  upon  to  render  Berviees  to  the  father  as  well 
as  to  the  infant.  The  opportunities  for  education  given  to  the 
nurse  have  no  bounds.  At  the  time  she  is  carrying  out  the  instruc- 
tions of  the  physician  to  effect  a  cure  of  her  patient  she  may  impart 
lessons  in  sanitation  and  hygiene,  which  in  the  long  run  may  result 
in  the  prevention  of  disease.  The  use  of  the  nurse  by  insurance 
companies  is  still  in  its  infancy.  At  present  it  is  confined  to  one  of 
the  industrial  insurance  companies.  It  is  interesting  to  know,  how- 
ever, that  only  recently  one  of  the  fraternal  orders  in  the  Middle 
West  has  arranged  for  nursing  care  of  its  members. 

(b)  Through  Periodic  Examinations.  Comparatively  few  in- 
surance companies  have  as  yet  availed  themselves  of  this  splendid 
opportunity  of  education  of  policyholders.  In  one  large  company, 
notwithstanding  the  offer  of  a  periodic  examination  made  sev- 
eral years  ago,  only  8  per  cent  of  the  policyholders  have  availed 
themselves  of  the  opportunity.  This  by  no  means  indicates  that 
such  an  examination  ought  to  be  abandoned.  Policyholders  must 
be  educated  to  appreciate  the  value  of  this  service.  Such  educa- 
tion takes  time.  Many  policyholders  still  harbor  an  attitude  with 
respect  to  insurance  companies,  which  is  one  of  doubt.  Too  many 
in  the  past  have  been  imposed  upon  by  unscrupulous  agents.  Many 
of  them  have  a  vague  fear  regarding  offers  which  may  come  to  them 
from  the  companies  in  which  they  are  insured.  It  will  take  time 
until  this  fear  wears  off.  In  addition  there  is  the  general  fear  of 
human  beings  regarding  their  own  illness.  Many  prefer  to  remain 
in  a  condition  of  ignorance.  A  statement  recently  made  by  Dr. 
Meltser  of  the  Rockefeller  Institute  was  to  the  effect  that  frequent 
examinations  of  individuals  would  breed  hypochondriacs.  Many, 
who  today  have  the  impression  that  they  are  quite  well,  would 
believe  that  they  were  ill  and  continue  to  remain  ill.  All  these 
arguments,  however,  have  no  bearing  upon  the  fact  that  in  the 
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long  run  periodic  reexaminations  of  individuals  must  result  in  bene- 
fit. It  is  the  application  of  the  business  principle  of  taking  peri- 
odic inventory  of  stock.  The  merchant  must  know  the  amount 
and  kind  of  stock  he-has  on  hand.  Such  knowledge  is  a  fundamental 
in  business.  It  is  the  application  of  this  business  principle  that  is 
the  basis  of  periodic  medical  examinations.  In  time  it  may  be 
hoped  that  with  the  better  education  of  people  in  matters  relating 
to  health,  the  periodic  examinations  of  all  individuals,  men,  women 
and  children,  will  be  as  much  a  part  of  one's  life  as  bathing  and 
cleansing  of  teeth.  In  the  development  of  this  attitude  insurance 
companies  can  be  extremely  helpful.  When  periodic  reexamination 
becomes  more  common  in  its  application  insured  people  will  realise 
what  a  boon  they  are  offered  by  the  companies  with  which  they  are 
connected. 

(c)  Through  Agents.  The  value  of  the  insurance  agent  as  an 
educator  is  still  underestimated.  The  confidential  relation  which 
he  holds  to  the  policyholders  is  not  appreciated.  Insurance  has 
frequently  been  spoken  of  as  a  profession.  The  reason  for  this  lies 
in  the  fact  that  the  real  insurance  agent  is  more  than  a  salesman. 
He  is  an  advisor  to  toe  insured.  The  latter  is  rarely  able  to  dis- 
tinguish between  policies  owing  to  their  technical  character  and  in 
most  instances  he  must  depend  upon  the  agent  to  guide  him  right. 
The  real  agent  who  is  scrupulous  in  his  approach,  who  presents  to 
the  policyholder  the  things  that  he  needs,  performs  precisely  the 
same  function  as  the  lawyer  or  the  physician.  If  he  has  the  correct 
assumption  of  an  agent's  duties,  confidence  between  him  and  his 
policyholder  is  soon  established.  With  his  confidence  as  a  basis 
the  agent  becomes  an  instrument  of  the  greatest  value  to  the  insur- 
ance company  in  carrying  on  an  educational  campaign  along  health 
or  other  lines.  His  advice  is  accepted,  the  information  which  he 
has  to  impart  is  sought  for.  The  literature  which  he  distributes  is 
read;  the  lessons  which  this  literature  teaches  are  taken  to  heart 
because  it  is  realized  by  the  policyholder  that  these  lessons  are 
taught  to  him  for  his  own  good. 

The  agent  has  still  other  opportunities.  He  can  take  an  active 
interest  in  civic  matters,  he  can  become  identified  with  civic  organ- 
izations. He  may  be  the  man  to  encourage  the  "spotless  town" 
idea.  He  should  become  the  agitator  in  his  community  for 
improvement  in  health  conditions.    He  can  be  the  individual  to 


,y  Google 


Conservation  of  Lite  87 

bring  to  the  notice  of  his  fellow  citizens  the  things  they  should  do 
in  encouraging  city  officials  to  develop  efficient  sanitation  and 
hygiene.  Opportunities  of  this  kind  are  given  in  particular  to  the 
industrial  agent  by  reason  of  the  fact  that  he  comes  into  such  fre- 
quent contact  with  his  policyholders.  He  can  be  a  powerful  edu- 
cational medium.  If  he  is  acquainted  with  the  conditions  in  his 
community  he  can  translate  these  in  terms  which  working  people 
will  understand.  It  has  been  proven  beyond  peradventure  that 
the  possibilities  of  such  educational  propaganda  are  limitless.  The 
intimate  acquaintance  which  the  industrial  insurance  agent  has 
with  each  member  of  the  family,  the  approach  which  he  has  on  a 
level  of  equality  with  the  family  makes  it  easy  for  him  to  establish 
intimate  relations  which  soon  grow  into  those  of  friendship.  It  is 
not  unusual  for  him  to  be  called  on  by  members  of  the  family  in 
time  of  trouble  and  as  he  has  been  frequently  described,  he  may 
become  the  guide,  councilor  and  friend. 

(d)  Literature.  Year  after  year  valuable  literature  in  health 
conservation  is  being  published  by  universities,  research  labora- 
tories, statistical  bureaus  and  other  channels  of  learning.  The 
medical  press  is  replete  with  reports  of  physicians,  bacteriologists, 
embryologists  and  others  on  the  origin  and  preservation  of  life. 
In  the  main  this  literature  is  not  available  to  the  ordinary  reader 
and  if  it  were  he  would  not  be  in  a  position  to  understand  its  tech- 
nical nature.  The  opportunity  is  given  to  insurance  companies  to 
translate  this  literature  for  the  benefit  of  its  policyholders.  Pam- 
phlets describing  the  simple  laws  of  health,  the  influence  of  habits 
on  life,  can  easily  be  prepared  for  popular  consumption.  In  fact 
the  literature  which  has  grown  up  within  the  last  few  years  to 
interpret  scientific  research  in  terms  of  popular  thought,  is  very 
large.  Through  the  many  points  of  contact  which  insurance 
companies  have  with  their  policyholders  it  is  feasible  to  bring 
this  literature  to  their  notice.  Investigation  has  determined  sat- 
isfactorily that  the  literature  is  read  and  that  it  is  preserved.  The 
influence  of  such  instruction  persistently  maintained  and  covering 
all  the  facts  which  enter  into  the  question  of  human  health  must  in 
the  long  run  have  a  very  marked  result. 

(3)  Research 
I  have  spoken  above  of  the  possibilities  that  lie  in  the  actuarial 
and  statistical  divisions  of  most  insurance  companies.    Probably  no 
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other  agencies  outside  of  Governmental  Census  Bureaus  have  the 
ability  or  opportunity  of  keeping  such  accurate  and  careful  record 
of  the  data  which  reaches  them  daily.  It  may  even  be  said  that 
the  records  of  insurance  companies  from  the  standpoint  of  research 
are  even  superior  to  government  statistics.  The  latter  must  always 
have  certain  elements  of  error  by  reason  of  the  difficulty  in  accu- 
rately determining  the  size  of  the  population.  Insurance  com- 
panies on  the  other  hand  have  most  carefully  recorded  data  regard- 
ing the  number  of  policyholders  and  policies  in  force.  Similarly 
the  mortality  records  which  are  kept  are  of  the  best.  Under  these 
circumstances  the  insurance  companies  have  a  vast  storehouse  of 
material  for  purposes  of  research  which  give  the  fact  data  so  nec- 
essary to  determine  changes  which  should  be  made  in  health  admin- 
istration. Much,  however,  has  already  been  done  in  this  direction. 
I  need  only  cite  the  careful  studies  of  Hunter  on  alcohol,  of  Hoffman 
on  tuberculosis  and  cancer,  of  Dublin  on  mortality  in  the  higher 
age  groups,  and  of  Rittenhouse  and  Fisk  on  medical  reexamina- 
tions and  degenerative  diseases  to  indicate  the  possibilities  which 
lie  in  the  field  of  insurance  companies. 

(4)  Loans  fob  Workingmen's  Homes 

While  statistical  information  is  still  lacking  as  to  the  influence 
of  proper  housing  on  longevity  there  seems  to  be  little  doubt  even 
without  this  data  that  evil  housing  conditions  in  the  long  run  must 
increase  morbidity  and  mortality.  The  housing  conditions  which 
are  found  in  many  of  our  communities  and  even  in  rural  districts 
call  for  much  study  and  needed  legislation.  Much  has  already 
.been  accomplished  in  this  direction  through  associations  like  the 
National  Housing  Association  whose  important  duty  has  been  to 
advocate  ordinances  and  laws  which  shall  make  for  better  ventila- 
tion, lighting,  etc.  In  addition  opportunity  should  be  and  must 
be  given  to  the  workman  to  enable  him  to  live  in  decency  and  com- 
fort. To  do  this  he  must  be  enabled  to  borrow  funds  for  home 
building  purposes  under  conditions  that  will  not  be  arduous  and 
that  will  not  require  him  to  make  early  repayment.  These  plans 
are  not  novel  and  have  been  worked  out  to  a  very  considerable 
extent  in  certain  European  countries.  Basically,  the  plan  calls  for 
an  instalment  mortgage  payable  in  a  period  of  ten  to  twenty  years 
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and  with  insurance  protection  so  that  in  case  of  the  death  of  the 
purchaser  his  home  will  be  free  and  clear  of  encumbrance. 

Only  slightly  have  .insurance  companies  as  yet  seen  possibilities 
which  lie  in  this  direction.  It  seems  only  reasonable  that  the  vast 
accumulation  of  reserves  which  insurance  companies  are  required 
to  put  aside  under  the  law  for  the  protection  of  policyholders  and 
which  must  be  invested  to  produce  returns,  should  be  applied  for 
the  direct  improvement  of  the  living  conditions  of  those  who  have 
paid  in  their  savings  to  make  up  these  funds.  It  would  seem  only 
proper  that  preference  in  the  investment  of  insurance  funds  should 
be  given  to  policyholders  who  desire  to  make  loans  for  home 
building  purposes.  It  is  assumed,  of  course,  that  in  making  these 
loans  the  insurance  company  "must  be  assured  of  the  safety  of  its 
investments. 

Assuming  that  all  which  has  been  indicated  above  might  be 
undertaken  by  insurance  companies  the  question  will  arise,  would 
such  activities  produce  results  in  the  extension  of  life?  This  ques- 
tion is  a  difficult  one  to  answer.  So  many  factors  enter  into  the 
question  of  mortality  that  an  accurate  determination  of  the  influ- 
ence of  one  or  more  additional  factors  is  almost  impossible.  Never- 
theless the  great  reduction  in  mortality  which  has  taken  place  in 
the  last  few  decades  must  be  convincing  to  anyone  that  the  propa- 
ganda which  has  been  made  through  public  and  private  agencies 
must  have  been  instrumental  in  this  splendid  decrease  in  the  per- 
centage of  deaths. 

There  is  little  data  available  to  indicate  the  results  which  have 
been  produced  by  activities  thus  far  carried  on  by  life  insurance 
companies.  I  might  mention  the  study  of  Fisk  with  respect  to 
medical  reexamination.  According  to  Fisk's  statement,  impaired 
lives  which  were  found  as  a  result  of  such  examination,  and  which 
were  subsequently  advised  regarding  the  method  of  life  which  they 
should  pursue,  demonstrated  that  the  actual  mortality  among  this 
group  was  lower  than  the  expected  mortality.  Other  interesting 
data  which  may  be  cited  are  taken  from  the  nursing  service  given 
by  the  Metropolitan  Life  Insurance  Company  to  ite  industrial  poli- 
cyholders. This  service  is  limited  to  acute  conditions  and  to  service 
at  the  time  of  maternity.  In  the  year  1915,  23.9  per  cent  of  the 
total  female  cases  were  maternity  cases.  This  is  about  the  ratio  of 
maternity  cases  for  several  years  prior  to  that  date. 
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The  company's  mortality  experience  for  the  years  1911-1915 
shows  that  the  death  rate  from  diseases  and  conditions  of  the  puer- 
peral state,  ages  15  to  44  had  decreased  10.4  per  cent  and  between 
1914  and  1915  8.3  per  cent.  During  practically  the  same  period 
(1910  to  1914)  the  death  rate  from  the  same  causes  in  the  Registra- 
tion Area  had  remained  practically  stationary,  if  it  had  not  some- 
what increased.  This  leads  to  the  belief  that  the  influence  of  the 
nursing  service  materially  affected  mortality  from  the  above  causes. 

The  company's  mortality  from  typhoid  fever,  another  one  of  the 
diseases  to  which  particular  attention  has  been  given  by  the  musing 
service  was  19.3  per  one  hundred  thousand  for  white  lives  in  1911 
and  13.6  per  hundred  thousand  in  1914,  showing  a  decrease  of  29.5 
per  cent.  In  the  Registration  Area  between  1910  and  1913  there 
was  a  reduction  of  26.3  per  cent  or  3.2  per  cent  less  than  the  com- 
pany's experience. 

In  the  group  of  infectious  diseases  of  children  such  as  measles, 
scarlet  fever,  whooping-cough  and  diphtheria  there  has  been  a  re- 
duction in  the  company's  experience  of  18.2  per  cent  in  the  three 
years,  1911  to  1914.  In  practically  the  same  period  (1910-1913) 
the  Registration  Area  rate  showed  a  reduction  of  only  11.1.  The 
company's  total  white  mortality  experience  showed  a  rate  for  1915, 
34.8  per  cent  below  that  of  1894.  Between  the  years  1911  and 
1915,  the  years  in  which  the  company's  activities  along  lifd  conser- 
vation lines  have  been  most  actively  developed  there  was  a  decline 
in  the  mortality  of  whites  of  10.2  per  cent. 

As  stated  above  it  is  impossible  to  determine  to  what  extent 
the  systematic  attempt  to  conserve  lives  of  policyholders  has  influ- 
enced the  company's  mortality.  In  view  of  the  fact,  however,  that 
in  certain  respects  this  mortality  has  decreased  more  rapidly  than 
in  the  population  of  the  Registration  Area,  it  is  probably  not  exag- 
gerating to  assume  that  the  efforts  that  have  been  made  have  influ- 
enced the  mortality  reduction. 

The  Future 
In  just  what  directions  human  life  conservation  in  the  future 
will  be  developed  by  life  insurance  companies  is  problematic.  Much 
will  depend  upon  the  course  which  will  be  followed  by  public  health 
agencies.  In  many  of  its  phases,  particularly  in  the  one  of  infec- 
tious diseases,  the  preservation  of  health  is  essentially  a  public 
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function.  The  control  of  disease  in  many  of  its  aspects  assumes  the 
right  of  the  police  power.  This  cannot  be  and  probably  should  not 
be  entrusted  to  private  agencies.  For  the  present  the  insurance 
companies  can  be  the  pioneers  in  pointing  the  way.  It  is  already 
evident  that  improvements  in  many  communities  are  due  to  the 
activities  of  the  life  insurance  companies.  That  the  service  which 
the  latter  are  rendering  can  be  more  thoroughly  organized  and  more 
highly  developed  than  at  present,  there  can  be  no  question.  It  is 
particularly  desirable  that  instead  of  initiative  on  the  part  of  indi- 
vidual companies  there  should  be  more  concerted  action  among 
life  insurance  companies.  If  there  were  one  great  centralised  health 
movement  carried  on  jointly  by  all  the  life  insurance  interests  in  the 
United  States,  a  power  would  be  developed  for  health  betterment 
which  would  be  invincible.  Such  a  centralised  bureau  would  have 
behind  it  all  the  accumulated  funds  of  the  insurance  companies  of 
which  the  investment  of  even  a  small  percentage  in  life  conserva- 
tion would  bring  astonishing  results.  Such  an  investment  used 
primarily  for  the  education  of  policyholders  would  develop  an  army 
of  health  advocates  which  no  legislature  could  withstand.  With 
this  army  instructed  and  prepared  for  a  campaign  which  shall  spell 
elimination  of  preventable  disease,  communities  that  are  lagging 
and  backward  would  be  compelled  to  realize  their  deficiencies  and 
take  an  advanced  step  in  health  matters. 
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By  Ralph  Barnard  Tbchtsdale, 
The  Equitable  Life  Assurance  Society. 

Progress  in  the  domain  of  life  insurance  has  been  regular  and 
constant.  Each  year  has  witnessed  the  bringing  forth  of  new 
policy  forms,  granting  greater  and  greater  privileges  to  the  insured. 
At  the  same  time,  greater  efficiency  and  economy  in  the  home  offices 
and  the  field  have  resulted  in  increased  earnings  and  greater  savings 
which  have  been  immediately  reflected  in  premium  refunds  to 
policyholders,  so  that  the  net  outlay  of  the  individual  insurer  for  a 
fixed  unit  of  life  insurance  has  steadily  grown  smaller.  While  the 
general  progress  of  the  life  insurance  companies  has  been  little 
short  of  marvelous,  heretofore  it  has  been  exclusively  in  this  one 
direction.  All  of  the  companies  maintained  agency  forces  of  skilled 
and  experienced  men,  whose  business  it  was  to  seek  new  and  addi- 
tional business,  but  they  had  nothing  to  offer  that  could  make  a 
direct  appeal  to  a  large  percentage  of  the  people.  The  great  masses 
of  small  wage-earners  were  only  rarely  patrons  of  the  standard  life 
insurance  companies.  Life  insurance  was  expensive,  from  their 
standpoint,  and  its  benefits  seemed  to  be  limited  to  those  who  were 
able  to  pay  the  price.  Many  were  unable  to  secure  insurance 
because  of  inability  to  meet  the  required  standard  of  the  medical 
examination.  The  families  of  the  great  majority  of  wage-earners 
were  to  a  great  degree  without  the  protection  of  life  insurance, 
except  possibly  to  the  extent  of  small  industrial  policies,  which  with 
their  small  weekly  premiums  and  relatively  high  cost,  rarely 
amounted  to  much  more  than  a  funeral  benefit.  Real  life  insurance 
protection  for  those  of  very  small  means  was  apparently  beyond 
reach. 

An  Important  Advance  in  Insurance  Practice 

Group  insurance,  which  is  practically  life  insurance  at  whole- 
sale, has  remedied  this  state  of  affairs.  Its  introduction  marked  the 
greatest  advance  in  the  life  insurance  institution,  sincejits  estab- 
lishment.   It  placed  life  insurance  within  the  grasp  of  those  whose 
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need  for  it,  if  not  greatest,  was  very  great,  and  who  hitherto  had 
been  unable  to  enjoy  its  benefits.  It  reached  all  classes,  from  the 
highest  to  the  lowest.  It  provided  for  those  usually  considered  be- 
yond the  insurable  age,  and  for  those  of  the  impaired  class.  It  in- 
cluded the  heedless  and  the  indifferent,  not  a  large  class,  fortunately, 
reaching  them  for  the  first  time  and  protecting  their  dependents. 

Group  insurance  is  essentially  an  employer-employe  mutual 
benefit  proposition.  It  is  a  plan  under  which  all  employes  of  one 
employer  may  have  their  lives  insured  for  substantial,  but  not  large 
amounts.  A  medical  examination  is  not  required  where  the  group 
includes  more  than  one  hundred  individual  lives.  On  smaller 
groups,  a  medical  examination  is  required  but  the  examination  is 
not  nearly  as  rigid  as  in  the  case  of  individual  applicants.  Groups, 
to  be  acceptable,  must  measure  up  to  certain  life  insurance  standards. 
There  must  be  nothing  in  the  nature  of  the  employment  that  is 
dangerous  or  likely  to  be  injurious  to  health.  If  employed  within 
doors,  as  in  the  case  of  a  clerical  or  factory  group,  the  group  must 
not  be  exposed  to  any  undue  fire  or  catastrophe  hazard,  and  must  be 
housed  in  sanitary  surroundings.  Drinking  water,  not  exposed  to 
contamination,  must  be  available.  The  group,  considered  as  a 
whole,  must  be  composed  of  a  desirable  class  of  risks.  It  may 
include  individuals  who  are  not  of  themselves  good  risks,  because 
of  age,  physical  condition,  occupation,  or  other  reasons,  provision 
having  been  made  for  the  inclusion  of  what  usually  proves  to  be  a 
small  percentage  of  uninsurable  and  sub-standard  risks,  which 
balanced  against  a  high  percentage  of  standard  risks  results  in  a 
safely  insurable  riak. 

The  group  plan  contemplates  that  the  entire  cost  of  carrying 
the  insurance,  which  is  very  low,  shall  be  borne  by  the  employer. 
Partly  for  this  reason,  and  partly  for  others  that  will  be  described 
later  the  group  policy  ceases  to  operate  as  to  the  individual  upon 
the  termination  of  his  relations  with  his  employer,  whether  volun- 
tarily or  otherwise,  and  his  insurance  therefore  terminates.  The 
group  policy  may,  at  the  option  of  the  employer,  contain  a  provision 
to  the  effect  that  such  an  employe  shall  have  the  right  to  apply 
directly  to  the  life  insurance  company,  within  thirty-one  days  after 
the  termination  of  his  insurance  under  the  group,  for  a  policy  on 
any  standard  form  issued  to  individuals,  and  for  an  amount  not 
greater  than  that  for  which  he  was  formerly  insured,  and  obtain  it 
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without  medical  examination,  upon  paying  the  premium  rate  at  bis 
attained  age.  At  first  glance,  this  may  seem  to  be  a  valuable 
privilege  to  extend  to  the  individual,  but  it  grants  nothing  that  is 
not  available  to  the  general  public,  with  the  exception  that  it  avoids 
the  usual  requirement  of  the  medical  examination.  Since  those 
insured  under  group  policies  are  to  a  great  extent  unable  to  pay 
standard  rates,  this  provision  would  be  of  no  value  in  the  great 
majority  of  cases.  Including  it  in  the  group  policy  gives  no  real 
advantage,  and  omitting  it  brings  about  no  hardship. 

Group  insurance  is  in  no  way  intended  to  take  the  place  of  other 
forms  of  life  insurance  that  are  or  may  be  carried.  On  the  con- 
trary it  frequently  is  the  means  of  bringing  about  additional  in- 
dividual business  to  the  companies,  having  had  the  effect  of  arousing 
thought  on  the  subject,  perhaps  for  the  first  time.  In  many  cases, 
the  group  insurance  will  be  the  family's  only  protection.  In  others, 
it  will  be  but  a  valuable  addition  to  policies  already  carried.  In- 
vestigation has  shown  that  nearly  all  beneficiaries  under  group 
policies  have  been  otherwise  unprovided  for,  and  in  but  compari- 
tively  few  instances  baa  there  been  other  insurance. 

The  Unit  for  Group  Insurance 
The  most  satisfactory  unit  for  group  insurance  has  been  found 
to  be  the  year's  salary  with  a  maximum  of  83,000  to  any  individual. 
This  is  a  natural  and  not  an  arbitrary  selection.  It  takes  automatic 
account  of  all  changes  in  the  pay  roll  in  the  way  of  increases  or  de- 
creases, and  there  is  no  discrimination  between  individuals  other 
than  that  which  already  naturally  exists.  All  employes  are  insured 
according  to  a  standard  already  in  existence  which  is  familiar  to 
them.  Under  this  arrangement  piece  and  time  workers  are  included 
for  an  amount  that  may  be  assumed  to  be  about  that  which  they 
will  earn  during  the  ensuing  year,  or  for  the  amount  actually  earned 
during  the  preceding  year.  As  it  may  be  arranged  to  have  the  death 
benefit  paid  to  a  beneficiary  in  twelve  equal  monthly  instalments,  the 
effect  is  to  continue  the  beneficiary  on  the  same  income  basis  on 
which  she  has  already  been  established.  An  employer  once  criti- 
cised this  arrangement  because  it  had  the  effect  of  placing  a  new 
employe  on  the  same  insurance  basis  as  an  old  one  where  both  re- 
ceived the  same  salary,  but  it  was  pointed  out  to  him  that  this  is 
really  not  an  objection  at  all.    The  salary  received  by  an  employe 
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is  baaed  not  only  on  the  quality  and  character  of  his  service,  but 
upon  length  of  service  as  well.  When  a  new  employe  is  engaged  at 
the  same  salary  as  that  paid  to  an  old  employe,  it  is  a  fair  assump- 
tion that  the  new  employe  is  a  more  valuable  one. 

A  group  policy  may  be  issued  for  a  fixed  unit  such  as  $500  or 
$1,000  to  each  individual.  Such  an  arbitrary  selection  places  all 
employes  on  an  equal  footing,  and  is  in  a  sense  discriminatory. 
Where  the  unit  is  as  small  as  $500,  there  is  frequently  a  provision 
for  an  increase  of  $100  for  each  year  of  service  until  a  fixed  maximum 
has  been  reached.  Fast  service  may  or  may  not  be  taken  into  ac- 
count. 

Employers  generally  seem  to  be  agreed  that  when  group  in- 
surance is  first  adopted  every  employe  on  the  pay  roll  should  be 
included.  New  employes  usually  are  not  included  until  after  a 
short  term  of  service,  which  may  run  variously  from  three  months 
up  to  a  year,  according  to  conditions.  This  arrangement  excludes 
the  transient  and  casual  worker,  and  is  looked  upon  as  a  reward  to 
the  persistent. 

Meeting  the  Cost 
It  has  been  stated  that  the  cost  of  group  insurance  is  extremely 
low.  Before  the  exact  rate  for  a  specific  group  can  be  quoted, 
certain  factors  must  be  known.  Group  insurance,  as  in  the  case 
of  individual  insurance,  is  based  upon  ages  and  amounts.  To  secure 
an  exact  rate,  the  employer  must  furnish  a  list  of  employes,  with  the 
date  of  birth  of  each,  and  the  amount  of  insurance  each  is  to  have. 
For  preliminary  purposes,  and  before  the  foregoing  information  is 
available,  the  rate  is  usually  quoted  as  one  dollar  per  month  for 
each  thousand  dollars  of  insurance.  On  a  percentage  basis,  this 
would  amount  to  a  premium  of  one  and  two-tenths  per  cent  on  the 
total  amount  of  insurance.  An  employer  granting  five  hundred 
dollars  insurance  to  each  of  his  employes  would  be  incurring  an 
outlay  of  fifty  cents  monthly  on  each  individual.  Where  the  pay 
roll  is  to  be  used  as  the  basis  of  calculation,  and  the  unit  is  to  be  the 
year's  salary,  as  the  limit  is  usually  fixed  at  three  thousand  dollars 
on  any  individual,  the  prospective  cost  would  be  determined  in  the 
following  manner.  From  the  total  of  the  annual  pay  roll  would  be 
deducted  the  excess  of  all  salaries  above  three  thousand  dollars. 
From  the  remainder,  which  would  be  the  total  amount  at  risk,  the 
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percentage  at  the  rate  of  one  and  two-tenths  would  be  calculated, 
and  this  would  give  the  rate  for  the  entire  year.  Divided  by  twelve 
this  would  give  the  monthly  rate.  The  foregoing  figures  may 
reasonably  be  regarded  aa  the  maximum.  The  actual  outlay  is  sel- 
dom bo  large.     Often  it  is  very  much  less. 

In  a  canvass  for  group  insurance,  the  employer  invariably  in- 
quires why  he  should  be  expected  to  pay  for  the  insurance.  He 
recognizes  it  at  once  as  being  a  splendid  proposition  for  the  em- 
ploye, but  he  does  not  see  what  he  is  to  realize  from  it.  Before  this 
question  can  be  answered,  it  is  necessary  to  consider  the  existence  of 
certain  tendencies,  in  the  industrial  world  which  group  insurance  is 
designed  to  counteract. 

The  arrival  of  very  large  corporations  and  combinations  of 
corporations,  with  the  consequent  introduction  of  efficiency  methods, 
completely  revolutionized  nearly  every  department  of  business. 
The  individual  worker  ceased  to  come  into  direct  contact  with  his 
employer,  with  whom  it  was  not  possible  for  him  to  have  any  ac- 
quaintance. The  intimacy  existing  formerly  in  smaller  concerns, 
could  no  longer  exist,  and  personal  relations  were  at  an  end.  This 
opened  the  way  to  misunderstandings  and  disagreements.  The 
worker  began  to  measure  the  value  of  his  job  by  the  only  standard 
that  existed,  the  pay  envelope.  Naturally  enough,  the  employer's 
hold  on  him  grew  to  be  very  slight.  The  work  to  be  performed  was 
often  purely  mechanical,  and  without  especial  interest,  and  there 
was  no  particular  reason  why,  so  long  as  he  was  obliged  to  work,  he 
should  be  with  one  concern  rather  than  another.  Finding  other 
employment  nearer  his  home,  or  offered  Blightly  higher  pay  else- 
where, he  accepted  it.  A  row  with  a  foreman  frequently  brought 
about  the  termination  of  his  services;  often  the  cause  was  mere 
restlessness.  Whatever  the  causes,  large  concerns  employing  many 
workers  found  themselves  obliged  to  maintain  expensive  employ- 
ment departments,  not  for  the  purpose  of  engaging  additional  hands, 
but  often  for  the  sole  purpose  of  replacing  departing  employes  with 
whom  no  fault  had  been  found,  and  who  might  easily  have  been  re- 
tained, and  whom  it  would  have  been  extremely  desirable  to  retain. 

The  Loss  in  Labor  Turn-Over 
This  has  been  the  common  experience  of  all  classes  of  employ- 
ers, but  until  recently  it  has  been  regarded  as  a  necessary  evil,  about 
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which  there  waa  nothing  to  be  done.  It  simply  had  to  be  endured. 
With  the  ever  increasing  cost  of  labor  and  materials,  the  problem 
reached  overwhelming  proportions,  and  it  was  admitted  that  some- 
thing had  to  be  done.  It  was  discovered  that  every  departing  em- 
ploye caused  a  distinct  and  heavy  loss.  New  hands  required  in- 
struction, and  while  earning  very  little  or  nothing  themselves,  were 
taking  up  the  valuable  time  of  their  instructors.  Machines  as  a 
result  were  idle,  or  partially  so.  Material  was  wasted,  seconds  were 
produced,  the  output  was  appreciably  curtailed.  Efficiency  and 
economy  required  that  the  industrial  forces  be  converted  into 
permanent  fixtures  of  the  institution,  but  the  question  was,  how 
could  it  be  brought  about?  In  the  effort  to  accomplish  this  result 
industrial  welfare  work  had  its  beginning. 

Wages  are  fixed  to  a  great  degree  by  the  market  for  labor,  and 
by  what  others  in  the  aame  line  are  paying.  So  long  as  he  may  re- 
ceive the  same  rate  of  wage  from  any  employer  who  desires  his 
services,  there  is  no  controlling  reason  why  a  worker  should  connect 
himself  with  one  concern  rather  than  another.  Where  the  wage  is 
the  only  concern,  the  spectacle  of  the  highest  possible  pay  being 
demanded  for  the  smallest  possible  amount  of  labor,  is  not  un- 
familiar. The  employer  discovered  that  his  first  step  must  be  to 
create  a  bond  of  sympathy  between  himself  and  his  employe,  that 
would  result  in  benefit  to  both.  To  ascertain  the  means  of  bringing 
this  about  was  a  great  problem,  but  it  has  been  solved,  as  a  result  of 
many  experiments.  There  may  now  be  said  to  be  a  complete  pro- 
gram of  welfare  work,  which  when  properly  applied,  has  begun  to 
accomplish  its  intended  purpose. 

Wklfase  Work 
Welfare  work  is  supposed  in  many  quarters  to  apply  exclu- 
sively to  charitable  enterprises.  In  the  sense  in  which  it  is  here 
employed,  it  is  in  no  way  allied  to  anything  of  a  charitable  nature. 
In  the  industrial  and  business  world,  welfare  work  concerns  it- 
self among  other  things,  with  benefiting  the  wage  earner  and  his 
dependents  through  the  total  or  partial  elimination  of  certain 
hazards,  to  which  all  persona  who  depend  on  their  earnings  for  their 
livelihoods,  are  unavoidably  exposed.  These  hazards,  enumerated 
in  the  order  of  their  importance,  are  lack  of  employment,  loss  of 
income  to  dependents  through  death,  loss  of  income  through  dis- 
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ability,  and  dependent  old  age.  The  welfare  program  naturally 
has  nothing  to  offer  against  lack  of  employment.  It  begins  with 
the  man  who  has  a  job. 

The  man  with  a  job,  any  kind  of  a  job,  is  well  off)  compared 
with  the  man  who  has  no  job  at  all.  Next  to  the  job,  the  amount  of 
the  wage  is  important.  An  employer  who  does  not  pay  a  fair  wage 
to  his  employes,  need  expect  no  return  from  welfare  work,  and  any 
money  expended  in  that  direction  will  be  wasted.  Following  the 
size  of  the  wage  in  importance  is  some  provision  for  its  continuance 
to  dependents  when  death  has  taken  the  wage  earner.  Here  the 
loss  is  total  and  complete.  Group  insurance  will  provide  the 
necessary  indemnity.  The  succeeding  provisions  should  be  for 
indemnity  for  disability,  for  time  lost  through  accident  or  ill  health, 
which,  at  its  worst  is  but  a  temporary  and  partial  loss,  involving 
perhaps,  privation  and  discomfort,  but  not  a  complete  loss,  for  the 
worker  is  alive,  and  is  still  an  asset  to  his  family.  Dependent  old 
age  is  provided  for  through  pension  funds,  now  being  generally 
established. 

That  workers  and  their  families  place  a  valuation  on  group 
insurance  that  is  herein  claimed  for  it  is  no  longer  open  to  argument. 
It  has  been  amply  demonstrated  by  experience.  It  brings  relief 
to  the  employe,  relieving  his  mind  of  care  for  the  future  of  his  de- 
pendents, and  creates  a  strong  bond  of  sympathy  between  him  and 
his  employer.  It  goes  further  and  reaches  into  the  home.  It  re- 
moves dread  of  the  future  from  the  mind  of  the  wife,  and  arouses  her 
interest  in  the  employer.  It  provides  for  her  and  for  her  children 
to  an  extent  often  undreamed  of.  Does  any  one  doubt  the  intense 
interest  of  women  in  life  insurance?  The  tremendous  business  of 
the  industrial  companies  has  been  built  up  on  this  interest,  for 
nearly  all  industrial  policies  are  sold  to  women,  paid  for  week  by 
week  for  women,  and  are  kept  in  force  for  the  small  amount  of  pro- 
tection they  have  to  offer  to  dependent  women  and  children.  With 
the  group  policy  in  effect,  the  worker  and  his  family  have  a  direct 
and  personal  interest  in  the  employer  that  they  never  had  before. 
The  man  stays  on  his  job,  and  group  insurance  has  accomplished 
its  purpose.  Such  a  result  could  not  be  brought  about  by  the  direct 
expenditure  in  any  other  way,  of  the  same  trifling  amount  of  money 
that  is  expended  upon  each  individual  under  the  group  plan.  An 
increase  in  the  pay  check  of  one  dollar  a  month  could  hardly  be  de- 
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pended  upon  to  produce  much  in  the  way  of  appreciation.  It 
would  be  more  likely  to  arouse  resentment.  The  same  amount  can 
not  be  used  to  purchase  any  other  real  benefit  for  a  worker.  But 
it  will  purchase  a  substantial  amount  of  real  life  insurance,  and  used 
in  this  way,  is  an  investment  in  good  will  which  produces  results  out 
of  all  proportion  to  its  cost.  In  a  sense,  there  is  no  cost,  for  em- 
ployers without  exception  have  found  that  it  pays  for  itself  in 
greater  efficiency,  and  increased  loyalty,  which  have  their  effect  on 
production. 

Group  insurance  is  not  offered  as  a  panacea  for  all  industrial 
ills.  It  is  a  powerful  aid  in  solving  many  of  the  pressing  present 
day  industrial  problems,  through  the  good  feeling  that  it  engenders, 
and  the  actual  advantages  that  it  confers.  In  large  concerns,  these 
advantages  are  constantly  apparent.  Deaths  frequently  are  numer- 
ous, and  it  takes  very  little  time  for  the  information  to  spread  that 
a  beneficiary  has  received  her  check  at  the  office,  for,  while  the  check 
is  made  payable  directly  to  the  beneficiary  by  the  life  insurance 
company,  it  is  usually  sent  to  the  employer  for  delivery. 

Some  Experiences  with  Group  Insurance 
Some  years  ago,  when  group  insurance  had  first  been  introduced, 
and  was  all  but  unknown,  brief  mention  of  it  in  a  newspaper  at- 
tracted the  attention  of  a  foreman  in  a  great  manufacturing  es- 
tablishment, in  which  were  employed  many  thousands  of  people. 
This  foreman  was  a  forceful  and  progressive  individual,  and  at  the 
head  of  a  department  that  included  about  eight  hundred  hands,  all 
under  his  direction.  He  had  found  that  in  his  own  department 
about  three  hundred  changes  were  taking  place  annually,  for  which 
there  were  no  apparent  reasons.  He  had  calculated  that  every 
change  was  costing  his  employer  about  twenty-four  dollars.  In  a 
vague  way,  he  had  put  forth  some  effort  to  ascertain  why  so  many 
changes  took  place,  but  could  give  no  apparent  reason,  other  than  the 
restlessness  of  the  average  employe.  He  knew  that  his  department 
was  not  operated  economically,  and  he  was  very  anxious  to  make  it 
both  economical  and  efficient,  but  he  was  at  a  loss  as  to  the  steps 
that  should  be  taken.  He  had  placed  the  matter  before  his  em- 
ployer, and  there  it  had  remained,  with  every  promise  of  remaining. 
As  stated,  this  foreman's  attention  had  been  attracted  to  a  brief 
newspaper  notice  about  group  insurance.    The  notice  did  not  inen- 
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tion  the  company  that  issued  it,  but  gave  the  name  of  a  concern 
that  had  adopted  it.  The  foreman  wrote  for  information,  and  event- 
ually got  into  communication  with  the  insurance  company,  giving 
his  home  address,  and  not  revealing  the  name  of  his  concern.  For 
seven  months  he  investigated  group  insurance.  He  asked  for  and 
received  a  list  of  the  few  concerns  that  had  at  that  time  taken  it 
up,  and  wrote  to  them  all.  He  interested  his  fellow  foremen,  and 
the  superintendents,  then  the  officers  of  the  concern,  and. finally 
went  to  the  office  of  the  president,  where,  backed  up  by  all  his  asso- 
ciates, he  stated  his  case.  The  result  was  complete  success,  and 
the  group  insurance  became  effective.  This  group  policy  has  now 
been  in  force  for  five  years,  and  has  produced  results. 

A  manufacturer  who  bad  for  some  years  been  extending  certain 
benefits  to  his  employes,  but  in  a  desultory  way  and  without  any 
very  definite  object  in  view,  had  come  to  the  conclusion  that  he  was 
wasting  his  money.  He  had  adopted  a  profit  sharing  plan,  and 
once  a  year  distributed  a  large  sum  of  money  to  his  workers.  He 
had  received  no  benefit  in  return.  His  men  had  become  accus- 
tomed to  the  distribution,  which  took  place  at  a  stated  time, 
and  looked  upon  it  simply  as  a  deferred  portion  of  their  pay. 
He  had  opened  an  elaborate  lunch  room,  which  was  main- 
tained at  considerable  loss,  and  had  found  that  the  men  would  not 
patronize  it  although  a  first  class  luncheon  was  obtainable  at  an 
extremely  low  cost.  He  had  organized  clubs  which  were  rarely 
attended,  and  had  a  baseball  team  which  aroused  interest  of  a  kind 
that  brought  no  return.  He  paid  good  wages,  and  as  far  as  possible, 
tried  to  employ  only  steady,  married  men.  He  had  a  sincere  in- 
terest in  the  well-being  of  his  employes,  and  was  anxious  to  improve 
their  condition.  He  had  gone  to  the  extent  of  trying  to  become 
personally  acquainted  with  every  one  of  his  employes,  and  explain- 
ing to  him  the  advantages  of  taking  his  pay  envelope  home,  un- 
opened. In  a  dim  way  he  recognized  that  the  wife  was  a  factor 
that  had  to  be  taken  into  account.  With  many  he  had  succeeded. 
The  great  majority  of  his  employes  did  take  their  pay  envelopes 
home  unopened.  But  nothing  was  accomplished.  Changes  in  his 
factory  were  as  numerous  as  in  many  others.  An  employment  de- 
partment that  was  overworked,  was  finally  charged  with  the  re- 
sponsibility of  learning  the  reason  for  its  own  existence;  in  other 
words  it  was  ordered  to  ascertain  from  each  departing  employe,  why 
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be  was  departing.  The  result  was  very  unsatisfactory.  The  em- 
ployer had  finally  decided  that  he  was  face  to  face  with  a  problem 
that  had  no  solution.  Group  insurance  was  brought  to  his  atten- 
tion, and  attracted  him  immediately.  He  adopted  it,  being  the 
first  one  in  his  line  to  do  bo.  He  advertised  that  he  had  adopted  it. 
His  employment  department  told  of  it,  when  the  new  employe  was 
engaged.  It  was  the  solution  of  his  difficulties,  for  after  six  months' 
experience  he  found  that  he  had  attracted  many  of  the  beet  workers 
in  the  trade. 

The  experiences  of  employers  might  be  related  without  end,  but 
in  many  instances  would  be  of  the  same  general  character,  varying 
only  in  detail.  The  following  account  gives  the  viewpoint  of  the 
employe.  The  concern  was  one  of  the  most  prominent  in  the  coun- 
try, having  not  only  a  national,  but  an  international  reputation. 
Its  product  was  recognised  as  incomparably  the  best.  In  age,  it 
was  venerable,  for  this  country,  and  its  management  and  ownership 
were  still  vested  in  the  family  that  had  founded  it.  The  employes, 
numbering  perhaps  fourteen  hundred,  had  to  a  great  extent,  grown 
up  with  the  concern,  and  included  fathers,  sons,  grandsons,  and 
greatgrandsons.  There  was  nothing  impersonal  as  to  the  relations 
between  employer  and  employe.  They  were  distinctly  personal. 
One  of  the  owners  was  the  head  of  the  manufacturing  department. 
Another  was  the  head  of  the  office  force.  Most  of  the  employes  were 
known  by  their  given  names.  The  factories  were  in  a  somewhat 
isolated  section,  and  many  of  the  employes  lived  in  a  model  town 
that  had  been  established  by  the  company,  and  to  a  great  extent 
were  owners  of  their  own  homes.  A  school,  kindergarten,  library 
and  hospital  were  maintained  by  the  company.  Wages  were  the 
highest  in  the  trade.  Disability  benefits  were  allowed  in  cases  of 
ill  health  or  accident.  In  good  times  or  bad,  employes  were  never 
discharged,  unless  for  serious  cause.  It  was  a  rare  occurrence  for 
an  employe  to  leave  voluntarily.  Conditions  probably  could  have 
been  no  better  anywhere. 

The  employes  of  this  concern,  maintained  at  their  own  expense, 
a  benevolent  society,  for  the  purpose  of  paying  the  funeral  expenses 
of  a  deceased  member.  The  assessments  had  steadily  increased  to  a 
point  where  they  were  regarded  as  unbearable.  Medical  examina- 
tions, at  their  own  expense,  were  then  required  from  new  members; 
still  the  assessments  increased.    The  association,  like  many  similar 
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associations  found  itself  bankrupt.  Its  claims  could  not  be  paid  for 
two  years  after  they  matured. 

The  head  of  this  association,  seeking  some  means  of  continuing 
the  insurance  of  the  members,  learned  of  group  insurance.  He 
proposed  that  the  association  be  taken  over  under  the  group  plan. 
The  matter  was  brought  to  the  attention  of  the  employer,  with  the 
suggestion  that  he  adopt  the  group  plan,  as  a  gift  to  the  employes, 
but  he  felt  that  this  was  inadvisable,  in  view  of  what  he  was  already 
doing  for  them.  Negotiations  were  continued  with  the  association. 
The  proposition  as  submitted  to  the  men  contained  no  provision 
for  the  continuance  of  the  insurance  on  an  individual  basis  by  any 
one  who  severed  his  connection  with  the  group.  The  eventual  re- 
sult was  that  the  employes,  in  a  mass  meeting,  voted  not  to  accept 
the  proposition,  on  the  grounds  that,  as  many  of  the  men  were  im- 
paired risks,  and  others  beyond  the  insurable  age,  the  group  proposi- 
tion, once  accepted,  would  make  it  impossible  for  .any  of  them  to  seek 
other  employment,  and  would  make  a  strike  out  of  the  question. 
This  from  the  employes  of  a  concern  that  had  never  known  a  strike. 
A  resolution  had  been  passed  embodying  the  reasons  for  declining 
the  group  proposition  and  this  resolution  was  submitted  to  the  em- 
ployer. The  group  policy  was  accepted  by  him,  for  double  the 
amount  that  had  been  under  consideration  by  the  men  themselves. 
The  association  was  thereupon  dissolved,  and  a  vote  of  thanks  was 
passed  to  the  employer.  Some  months  later  the  employer  decided 
to  pay  a  cash  bonus,  equal  to  one  month's  wages,  to  every  employe 
in  his  establishment.  Upon  the  announcement  being  made,  a  com- 
mittee of  employes  was  appointed  to  wait  on  him  to  ascertain  if  this 
meant  the  discontinuance  of  the  insurance;  and  if  so,  to  request  that 
the  bonus  be  not  paid  and  the  insurance  continued.  They  were 
of  course  informed  that  the  insurance  was  to  be  continued. 

Group  insurance  was  first  put  on  the  market  in  the  early  part  of 
1911.  The  company  that  originated  it  made  little  effort  to  push 
the  business.  Experience  was  lacking,  and  it  was  safer  to  feel  the 
way  cautiously.  Restrictive  laws  placed  a  limit  on  the  total  amount 
of  business  that  might  be  secured  by  a  company  in  any  one  year,  and 
the  limit,  which  included  the  amount  that  might  be  written  on  the 
group  plan,  was  to  be  easily  obtained.  The  group  business  began 
to  grow.  Newspapers  began  to  report  concerns  that  had  insured 
under  the  new  plan.     One  employer  would  tell  another.    Letters 
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of  inquiry  began  to  reach  the  offices  of  the  insurance  companies,  for 
other  companies  had  begun  to  issue  group  insurance.  Without  any 
particular  effort,  the  group  plan  had  become  widely  known. 
Recognizing  the  advantages  to  the  masses  in  group  insurance,  laws 
were  enacted,  providing  that  group  insurance  should  no  longer  be 
considered  as  a  part  of  the  business  that  was  included  within  the 
legal  limit. 

POPULABITY  OF  GBOUP   InsUBANCB 

The  experienced  life  insurance  agent  is  not  unaccustomed  to 
opposition.  In  fact,  he  thrives  on  it,  and  if  he  fails  to  encounter  it, 
he  suffers  from  the  lurking  suspicion  that  he  must  be  soliciting  one 
who  knows  himself  to  be  uninsurable.  To  his  never  ending  wonder- 
ment, he  encounters  no  opposition  in  soliciting  group  insurance. 
Only  the  employer  is  solicited,  and  his  attitude  unvaryingly  has 
been  one  of  open-mindedness  and  interrogation.  Procrastination 
and  delay  are  met  with  because  of  the  desire  to  investigate  and 
verify,  but  there  is  always  the  expressed  willingness  to  act  when 
finally  convinced. 

Group  insurance  has  received  a  great  deal  of  attention  from  the 
daily  press,  in  the  form  of  news  items  of  concerns  that  have  adopted 
it  for  their  employes,  but  there  haB  so  far  been  very  little  editorial 
comment  on  the  subject.  Trade  journals  have  discussed  it  at 
great  length,  usually  at  a  time  when  some  house  connected  with  their 
trade  had  issued  the  announcement  of  its  adoption.  The  following 
editorial  is  from  one  of  the  leading  music  trade  journals,  and  appeared 
after  such  an  announcement :  * 

The  decision  of  the  distinguished  house  of  Steinwsy  to  take  out  a  large  amount 
of  insurance  for  its  employes,  is  significant  of  the  disposition  of  prominent  em- 
ployers to  go  beyond  the  actual  paying  of  wages  in  an  effort  to  promote  the  welfare, 
and  also  hi  do  something  to  secure  provision  for  the  future,  of  their  employes. 

Such  efforts  have  provoked  from  labor,  and  especially  from  labor  leaders,  the 
charge  that  this  is  an  admission,  on  the  part  of  employers,  that  they  do  not  pay 
sufficient  wages,  and  that  it  would  be  better  for  them  to  take  the  money  which 
is  paid  out  in  the  shape  of  insurance  premiums,  or  for  libraries  or  hospitals,  or  for 
sick  funds  for  their  employee,  and  pay  it  out  in  the  shape  of  increased  wages. 

This  argument  is  a  poor  one.  Wages  must  always  be  more  or  less  regulated 
by  the  market,  and  the  competition  of  others  engaged  in  the  same  line  of  business. 

Where,  however,  a  concern  by  long  years  of  effort,  the  possession  of  superior 
manufacturing  facilities  and  able  business  management,  has  won  a  high  position 
in  the  industrial  or  commercial  world,  it  is  apt  to  enjoy  a  superior  prosperity,  and 
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when,  out  of  that  superior  prosperity,  it  takes  a  certain  percentage,  and  devotes  it 
to  improving  the  condition  of  its  wage  earners,  it  should  at  least,  be  credited  with 
a  desire  to  be  more  than  just  to  those  who  have  contributed  to  its  prosperity. 

The  insurance  taken  out  by  the  Steinways,  we  understand,  covers  about 
thirteen  hundred  employes,  and  means  an  aggregate  protection  of  nearly  two-thirds 

of  a  million The  attitude  of  the  house  is  shown  by  the  fact  that  in 

each  certificate  appears  a  statement  to  the  effect  that  the  Board  of  Directors  of 
Steinway  &  Sons  has  ordered  that  it  is  given  in  acknowledgement  and  apprecia- 
tion of  loyalty  and  continued  service  and  cooperation  that  tend  to  the  continued 

success  of  the  business Incidentally  we  may  say  that  we  believe  in 

the  long  record  of  years,  there  have  been  fewer  labor  disturbances  in  the  Steinway 
factories  than  in  almost  any  other  industrial  concern  of  equal  age,  distinction  and 
prominence. 

The  Plan  Explained 
The  plan  of  group  insurance  is  founded  upon  the  "yearly 
renewable  policy,"  with  specially  calculated  premium  rates,  which  are 
payable  monthly,  and  which  are  based  upon  the  attained  age  of 
each  individual  and  increase  annually.  Policies  issued  on  the 
yearly  renewable  plan  to  individuals  have  always  proved  disap- 
pointing, as  the  cost  advances  with  advancing  years,  and  the  plan 
is  really  valuable  for  only  temporary  purposes  when  covering  but 
a  single  life.  But  for  group  purposes,  the  opposite  is  the  case, 
and  it  is  the  only  plan  that  is  adaptable  to  all  the  requirements  of  an 
all  inclusive  plan.  Under  the  yearly  renewable  plan,  the  premium 
charged  for  each  age  provides  only  for  the  expected  number  of 
deaths  and  the  operating  expense  for  the  ensuing  year.  This  per- 
mits of  an  extremely  low  premium  rate  because  a  reserve  fund  is  not 
maintained,  not  being  required  to  level  the  cost,  and  there  is  no  ex- 
pense involved  in  the  care  of  investments,  there  being  practically 
no  funds  to  invest.  Medical  examination  fees  are  avoided,  to- 
gether with  the  great  expense  of  elaborate  individual  policies. 
Commissions  to  agents  are  unusually  low,  and  in  many  cases  none 
have  to  be  paid,  as  the  business  is  frequently  secured  by  the  home 
offices  directly.  As  but  one  premium  is  collected  monthly  on  an 
entire  group,  the  cost  of  collection  is  infinitesimal.  The  very  econ- 
omy of  this  arrangement  makes  it  necessary  to  terminate  the  in- 
surance of  the  individual  in  the  group,  upon  the  severance  of  his 
relations  with  his  employer.  It  is  manifestly  impossible  to  deal 
with  him  upon  an  individual  basis  without  enormously  increasing 
the  expense  of  doing  business,  and  the  group  premium  rate  has  not 
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been  oaloulated  with  the  possibility  of  having  this  additional  expense 
charged  upon  it.  Even  if  it  were  possible,  an  employer  would  be  op- 
posed to  continuing  in  his  group  one  who  was  no  longer  directly  con- 
nected with  it.  This  provision  must  not  be  understood  to  operate 
against  any  employe  who  is  temporarily  removed  from  the  pay  roll 
because  of  accident  or  ill  health,  or  against  one  who  is  temporarily  laid 
off  for  any  reason,  but  who  is  expected  to  return  to  his  work.  Cases 
of  this  character  are  regarded  merely  as  suspended  employes  whose 
insurance  may  be  continued  by  the  employer.  Permanently  dis- 
abled employes  may  also  be  continued  in  the  group,  and  the  amounts 
for  which  they  are  insured  will  be  paid  upon  death.  Moreover, 
the  overhead  expense  of  the  group  business  is  very  low,  requiring 
but  a  small  office  force  to  care  for  a  very  large  business.  This  is 
due  largely  to  the  simplicity  of  the  accounting,  only  changes  in 
groups  being  considered,  such  as  deaths,  terminations,  and  the  ad- 
dition of  new  lives. 

While  the  premium  rate  of  the  individual  in  the  group  will 
advance  from  year  to  year,  experience  has  shown  that  the  group  pre- 
mium, the  amount  paid  month  by  month  by  the  employer,  and  which 
is  the  total  of  the  combined  individual  rates,  will  not  advance  for 
some  years,  but  on  the  contrary  will  show  a  steady  decline.  This  de- 
cline has  been  found,  in  participating  plans,  to  be  due  to  older  em- 
ployes dropping  out  and  being  replaced  by  younger  lives  on  whom  a 
smaller  amount  of  insurance  will  depend,  and  through  increased 
refunds  or  dividends  made  possible  by  lowered  expense  as  the  busi- 
ness expands.  The  decline  in  cost  has  been  in  many  cases  both  in 
the  cost  per  thousand  and  the  cost  per  individual.  It  is  possible  of 
course  with  a  small  group,  as  in  a  bank,  that  there  would  be  uo 
changes  during  a  policy  year,  and  as  a  natural  consequence  at  the 
end  of  the  year,  each  individual  in  the  group  being  one  year  older, 
the  rate  would  advance  slightly.  In  most  cases  it  is  fair  to  assume 
that  the  initial  rate  will  be  practically  stationary,  and  without 
marked  increase  or  decrease. 

Forms  and  Kinds  or  Policies 

The  group  policy,  of  which  but  one  is  issued  to  a  group,  and 

which  is  retained  by  the  employer,  is  a  blanket  form,  usually  without 

conditions  other  than  the  payment  of  the  premium.     It  must  be 

accompanied  by  either  a  register  or  card  index,  recording  the  names 
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of  the  individuals  covered,  the  respective  amounts  for  which  they 
are  insured,  names  of  beneficiaries,  amount  of  individual  premium, 
and  other  necessary  information.  Where  the  card  index  is  used, 
upon  death  or  termination  of  service  the  appropriate  card  is  re- 
moved form  the  index  and  the  company  notified.  A  new  card  is 
furnished  upon  the  addition  of  a  new  life.  Appropriate  forms  are 
supplied  the  employer  for  use  when  changes  occur.  While  there  is 
but  one  policy,  individual  certificates  are  issued  to  each  employe 
in  which  are  named  the  beneficiary,  and  the  amount  payable  at 
death,  the  certificate  also  reciting  the  conditions  under  which  it 
will  remain  effective.  These  conditions  are  that  the  employer  shall 
continue  to  pay  the  required  premiums,  and  that  the  employe  shall 
remain  in  his  service. 

Some  companies  include  in  their  group  certificates  what  is 
known  as  a  disability  clause.  It  provides  for  the  waiving  of  any 
further  payment  of  premium  by  the  employer  on  account  of  an  em- 
ploye who  has  become  permanently  and  totally  disabled;  and  for 
the  payment  to  such  totally  disabled  employe,  beginning  six  months 
after  the  occurrence  of  the  disability,' of  five  per  cent  of  the  face 
amount  of  his  certificate,  the  payments  to  continue  for  twenty  years, 
or  until  prior  death.  At  death  it  provides  for  the  payment  to  the 
beneficiary  of  any  difference  existing  between  the  amount  called  for 
in  the  certificate,  and  the  amount  already  collected  under  the  dis- 
ability clause.  This  provision  is  of  doubtful  value.  The  pay- 
ments under  most  group  certificates  would  be  pitifully  small,  too 
small  to  be  of  any  real  value,  except  in  the  sense  that  anything  is 
better  than  nothing.  And  small  as  they  may  be,  the  payments  are 
deducted  from  the  death  claim. 

Group  policies  are  issued  under  two  general  plans,  known  as  the 
participating,  and  the  non-participating.  Under  the  participating 
plan,  the  group  policy  includes  a  table  of  premium  rates  that  is  not 
subject  to  revision.  It  provides  for  a  cash  refund  to  the  employer 
at  the  end  of  each  policy  year,  which  refund  represents  the  difference 
between  the  gross  amount  paid  by  the  employer,  and  the  actual 
amount  it  has  cost  the  company  to  carry  the  risk.  Group  insurance, 
under  the  participating  plan,  is  sold  at  actual  cost,  based  upon  the 
company's  experience  as  a  whole.  Its  experience  with  any  one 
group  is  not  considered.    Terminations  in  and  additions  to  the 
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group  are  taken  into  account  at  the  end  of  each  month,  and  new 
calculations  of  the  premium  due  are  made. 

The  non-participating  plan,  as  its  name  implies,  provides  for  no 
refunds.  The  premium  rate  is  fixed,  and  is  intended  to  be  sufficiently 
laTge  to  cover  all  contingencies.  Any  margin  remaining  at  the  end 
of  the  policy  year  is  retained  by  the  company.  The  initial  pre- 
mium rates  are  somewhat  lower  than  those  of  the  participating  com- 
panies, but  they  lack  permanence.  The  non-participating  policies 
provide  that  at  the  end  of  a  term  of  years,  if  the  company  deems  it 
necessary,  the  premium  rates  may  be  revised.  This  term  may  be 
anything  from  five  to  nineteen  years,  varying  with  the  Bize  and  im- 
portance of  the  group. 

Group  insurance  has  now  become  so  widespread  that  it  would 
not  be  possible  to  give  here  a  list  of  the  concerns  that  have  adopted 
it.  To  a  great  extent,  such  a  list  would  be  a  repetition  of  the  ordi- 
nary news  of  the  day.  It  would  include  concerns-  engaged  in  almost 
every  branch  of  human  activity,  banks  and  trust  companies,  manu- 
facturing concerns,  stock  brokerage  houses,  department  stores, 
insurance  companies  of  all  kinds,  municipal  departments,  water, 
gas  and  electric  light  companies,  and  electric  and  steam  railroads. 
The  Union  Pacific  Railroad  is  the  most  prominent  patron  of  group 
insurance,  having  only  recently  concluded  the  largest  transaction  in 
life  insurance  history,  insuring  thirty-five  thousand  employes,  each 
to  the  extent  of  one  year's  salary,  under  a  group  policy  calling  for 
about  $30,000,000  of  insurance.  The  Studebaker  Corporation, 
Montgomery  Ward  A  Company  of  Chicago,  and  the  B.  F.  Goodrich 
Rubber  Company,  have  also  adopted  it  for  groups  numbering 
thousands  of  employes. 

Statistics  as  to  the  actual  number  of  group  policies  in  force, 
the  amount  of  insurance  they  represent,  and  the  number  of  lives 
covered  are  not  yet  obtainable,  but  it  is  known  that  one  company 
during  1916  issued  more  than  $40,000,000  of  insurance  under  this 
plan,  which  is  still  far  from  widely  known.  That  it  will  become  gen- 
erally adopted  in  the  near  future  is  evidenced  by  the  advances 
already  made,  without  advertising,  practically  without  solicita- 
tion. It  satisfies  a  demand  that  it  itself  creates,  and  responds  to  a 
great  human  requirement.  It  is  the  foundation  upon  which  will 
arise  a  more  complete  understanding  between  employer  and  em- 
ploye.   And  when  employes  are  selected  with  care,  and  with  regard 
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to  their  adaptability,  and  placed  under  foremen  and  superintendents 
who  have  some  degree  of  knowledge  of  the  psychology  of  managing 
and  getting  along  smoothly  with  their  men;  when  discharges  are 
made  only  for  cause,  and  after  investigation,  and  then  only  with  the 
approval  of  superior  authority,  the  employer  is  likely  to  discover 
that  many  of  his  former  difficulties  have  assumed  much  smaller 
proportions. 
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FRATERNAL  INSURANCE    IN   THE    UNITED    STATES: 

ITS   ORIGIN,   DEVELOPMENT,    CHARACTER  AND 

EXISTING  STATUS 

By  Walter  S.  Nichols, 
Editor  of  the  Iniuranee  Monitor  and  Iiwavnee  Law  Journal. 

The  origin  of  fraternal  insurance  must  be  sought  in  those  social 
and  communal  instincts  of  the  human  family  which  from  remote 
ages  have  led  its  members  to  cooperate  for  their  common  welfare. 
Fraternal  organizations  of  one  kind  or  another  for  mutual  assistance 
have  existed  in  the  various  countries  from  time  immemorial.  Under 
the  old  Roman  Empire  such  societies  were  so  numerous  as  to  call 
for  regulation  by  the  state.  During  medieval  times  we  find  them 
in  large  numbers  in  the  form  of  organized  guilds  for  social,  religious, 
and  commercial  purposes  throughout  the  different  countries  of 
Western  Europe.  Those  of  England  were  the  forerunners  of  the 
numerous  friendly  societies  which  succeeded  them  and  whose 
special  purpose  was  the  relief  of  their  members  in  case  of  sickness 
and  the  provision  of  a  burial  fund  in  case  of  death,  to  which  was 
sometimes  added  a  pension  on  attaining  a  certain  age.  It  was 
from  these  British  friendly  societies  that  the  idea  of  fraternal  in- 
surance was  introduced  into  the  United  States  at  a  comparatively 
early  date  in  our  history.  But  until  after  the  middle  of  the  last 
century  no  well  directed  effort  was  made  to  regulate  their  manage- 
ment in  Great  Britain.  They  were  usually  organized  on  fallacious 
principles.  Contributions  were  exacted  of  the  members  regardless 
of  age  or  condition  of  health  and  with  no  intelligent  conception  of 
the  cost  of  the  benefits  which  they  promised.  As  a  consequence 
their  failures  were  so  numerous  as  to  become  a  national  scandal, 
until  their  proper  regulation  was  undertaken  by  the  British  Parlia- 
ment which  resulted  in  a  thorough  investigation  by  actuarial  ex- 
perts and  a  scientific  determination  of  the  principles  on  which  the 
business  must  be  conducted,  and  the  rates  which  must  be  charged 
to  secure  its  safety.  Not  until  1875  was  legislation  procured  which 
placed  the  system  of  friendly  societies  in  Great  Britian  on  a  com- 
paratively sound  foundation.  The  social  affiliation  between  the 
109 
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members  of  these  British  societies,  however,  was  in  many  cases  so 
strong  as  to  hold  their  membership  together  in  spite  of  their  techni- 
cal insolvency  until  the  necessary  corrective  measures  could  be 
applied.  In  fact  such  social  affiliations  are  the  fundamental  basis 
on  which  the  successful  operations  of  a  genuine  friendly  society 
must  rest. 

The  development  of  friendly  societies — more  commonly  known 
as  fraternal  insurance  societies — in  America  took  a  somewhat  more 
radical  form  than  in  Great  Britain.  With  the  exception  of  a  few, 
like  the  Free  Masons  and  the  Odd  Fellows,  they  generally  attached 
less  emphasis  to  the  social  features  and  more  to  the  insurance 
feature.  The  majority  of  them  have  directed  their  chief  work  to 
granting  death  benefits.  Sick  benefits,  when  allowed,  are  usually 
cared  for  by  subordinate  local  lodges. 

The  development  of  fraternal  insurance  in  the  United  States 
has  been  largely  shaped  by  the  same  social  and  economic  influences 
which  have  controlled  the  development  of  ordinary  life  insurance. 
So-called  fraternal  societies  have  been  largely  utilized  in  the  past 
for  the  purpose  of  furnishing  a  supposedly  cheap  form  of  life  in- 
surance with  too  little  regard  for  the  benevolent  features  which  are 
so  essential  to  its  success.  The  same  social  and  economic  condi- 
tions which  caused  the  remarkable  development  of  life  insurance 
in  the  United  States  during  the  last  half  century  resulted  in 
the  great  growth  of  fraternal  and  benevolent  associations.  The 
rapid  growth  of  cities  and  the  change  from  an  agricultural  to  an 
industrial  population  were  largely  responsible  for  the  more  recent 
remarkable  development  both  of  life  insurance  and  its  allied  forms 
of  benevolent  societies.  The  growth  of  the  latter  was  attended 
with  the  same  disregard  of  sound  insurance  principles  and  ignorance 
of  the  actual  cost  of  the  promised  benefits  as  in  Great  Britain.  The 
results  were  even  more  disastrous.  The  spirit  of  conservatism 
which  controlled  the  expansion  of  life  insurance  in  Great  Britain 
was  lacking  in  America.  The  work  of  the  associations  instead  of 
being  localized  within  the  limited  area  of  a  small  island  was  often 
expanded  over  a  wide  territory. 

The  great  expansion  of  life  insurance  which  took  place  after 
1860  was  attended  by  a  corresponding  development  of  fraternal 
and  so-called  benevolent  societies  which  simply  aimed  to  provide  a 
cheaper  form  of  insurance  than  was  furnished  by  the  regular  com- 
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panies.  These  associations  sprang  up  in  great  numbers  in  the 
years  following  the  sixth  decade  of  the  last  century.  The  ordinary 
business  corporations  had  already  been  subjected  to  legal  restrictions 
designed  to  secure  their  solvency  and  proper  mangement,  but 
fraternal  benefit  associations,  being  presumptively  of  a  benevolent 
character,  were  not  subjected  to  such  restraints.  The  consequence 
was  that,  in  addition  to  the  genuine  fraternal  societies,  another 
class  of  associations  grew  up  claiming  to  be  fraternal  in  their  charac- 
ter and  conducted  on  similar  lines  but  usually  having  no  lodge 
system  like  the  true  fraternals  and  none  of  the  social  features. 
Such  associations  were  in  effect  disguised  life  insurance  companies, 
carried  on  like  them  for  profit  and  seeking  to  compete  with  the 
regular  companies  by  selling  life  insurance  at  rates  much  lower  than 
those  which  the>  regular  companies  were  forced  to  charge.  This 
they  were  able  to  do  because  they  were  not  compelled  to  put  up  the 
legal  reserve  required  of  the  regular  companies.  Their  contracts  in 
consequence  could  not  be  carried  out.  Their  numerous  ultimate 
failures  became  a  notorious  scandal.  They  were  popularly  known 
as  cooperatives  or  assessment  companies,  and  it  was  not  always  easy 
to  distinguish  them  from  the  genuine  fraternal  societies  which  they 
sought  to  imitate.  Both  of  these  classes  of  institutions,  like  the 
British  friendly  societies,  were  conducted  on  a  scale  of  rates  that 
was  wholly  inadequate  and  which  at  first  usually  took  the  form  of 
assessments  collected  from  the  members  to  pay  death  claims  as 
they  occurred.  They  were  conducted  for  the  most  part  like  the 
British  societies  in  ignorance  of  the  true  principles  of  insurance. 

The  probability  of  death  and  the  consequent  cost  of  insurance 
increase  with  age.  It  is  therefore  necessary  for  the  insured  person 
either  to  pay  a  premium  increasing  with  his  age  or,  if  he  is  to  pay  a 
uniform  level  premium,  it  must  be  excessive  at  the  start  in  order 
to  create  a  fund  in  the  hands  of  the  company  from  which  to  make 
good  the  deficiency  in  later  years.  This  vital  feature  was  ignored 
by  the  fraternal  and  assessment  orders  until  bitter  experience  com- 
pelled its  recognition.  They  saw  the  ordinary  life  companies, 
which  were  for  the  most  part  also  young,  charging  premiums  which 
were  enormously  in  excess  of  their  current  death  losses  and  accu- 
mulating year  after  year  a  constantly  increasing  reserve  fund  while 
their  loss  rate  itself  showed  no  apparent  increase.  They  jumped 
to  the  conclusion  that  the  reserve  fund  was  a  needless  exaction 
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from  the  policyholders  and  that  they  could  grant  insurances  at  the 
current  loss  rates  of  the  regular  companies.  They  could  not  be 
made  to  Bee  that  the  companies  were  still  new  and  their  business 
increasing  at  a  rate  which  kept  their  average  membership  young 
notwithstanding  the  increasing  age  of  individual  members.  The 
heavy  lapse  rates  of  the  policies,  too,  by  weeding  out  the  older 
membership,  helped  the  delusion.  That  neither  the  average  age 
of  the  membership  nor  the  average  death  rates  of  the  regular 
companies  sensibly  increased  as  the  years  went  on  was  a  favorite 
argument  of  the  benevolent  orders  in  defense  of  their  inadequate 
rates  and  a  strong  weapon  in  their  competition  for  business. 

Another  favorite  argument  was  the  condition  of  the  ordinary 
town  and  village  community  whose  average  ages  remained  the  same 
while  the  individual  members  were  continually  growing  older.  The 
births  equalled  the  deaths  and  so  preserved  the  average.  So  the 
constant  new  additions  to  their  membership  would  keep  down  then- 
average  age.  Again  they  could  not  be  made  to  understand  that, 
unlike  the  town  community,  their  members  all  started  young  to- 
gether and  their  average  ages  were  bound  to  increase  until  an  equi- 
librium was  reached  dependent  on  the  relative  rates  at  which  new 
members  were  secured  and  the  older  members  were  retired  through 
lapses  and  deaths.  Before  this  equilibrium  age  could  be  attained 
the  societies  had  already  begun  to  feel  the  stress  of  their  increasing 
death  losses,  and  their  members  had  begun  to  change  their  member- 
ship to  newer  societies  which  could  furnish  cheaper  insurance. 
Years  would  often  elapse  before  this  stage  was  reached  if  the  mem- 
bership increased  at  a  rate  sufficiently  rapid.  Meanwhile  the  society 
would  go  on  in  the  blind  belief  that  all  was  well  until  the  increasing 
death  rate  gave  warning  that  their  rates  must  be  increased.  The 
attempt  to  do  this  was  sure  to  create  dissatisfaction  which  resulted 
in  an  increased  loss  of  membership  and  a  diminished  supply  of  new 
members,  thus  enhancing  the  trouble  which  they  were  seeking  to 
escape.  The  process  of  dissolution  thus  started  gathered  momen- 
tum as  it  continued.  The  expedients  resorted  to  to  make  good  this 
growing  deficiency,  either  by  increasing  the  rates  or  reducing  the 
benefits,  were  generally  temporary  compromises  which  merely  re- 
lieved the  situation  for  the  time,  until  the  growing  deficiency  again 
called  for  a  new  adjustment  and  created  a  fresh  loss  of  membership. 
The  end  came  when  the  burden  of  carrying  the  old  members  could 
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no  longer  be  met  by  rates  which  hod  grown  too  heavy  to  be  borne, 
and  members  could  no  longer  be  secured  with  the  fact  staring  thein 
in  the  face  that  they  would  be  compelled  to  make  good  from  their 
own  contributions  the  deficiencies  in  the  past  payments  of  these 
older  members.  The  ultimate  disintegration  of  the  society  would 
follow, -leaving  its  members  without  the  protection  which  they  had 
perhaps  been  contributing  for  years  to  secure. 

Such  has  been  the  sad  history  of  large  numbers  of  these  societies 
in  the  past,  due  to  their  refusal  to  recognise  until  too  late  the  ne- 
cessity of  an  adequate  reserve  to  meet  the  increasing  death  losses  of 
advancing  age,  and  to  their  attempt  to  furnish  cheap  insurance  at 
inadequate  rates  on  the  basis  of  its  current  cost.  In  one  important 
respect  the  claims  of  fraternal  insurance  to  be  less  costly  is  correct. 
In  the  genuine  fraternal  orders,  with  their  systems  of  subordinate 
lodges  through  which  their  agency  work  is  carried  on,  expenses 
necessarily  involved  in  the  agency  system  of  the  ordinary  business 
corporations  are  largely  avoided.  The  members  themselves  act 
as  agents  of  the  society.  The  societies,  on  the  other  hand,  lose  the 
advantages  of  the  interest  earnings  on  those  large  invested  funds  of 
the  ordinary  companies  that  so  materially  reduce  the  actual  cost  of 
their  insurances.  Strenuous  efforts  were  made  during  the  latter 
part  of  the  last  century  to  correct  these  defects  of  the  system,  es- 
pecially by  the  insurance  departments  of  the  various  states  through 
legislative  regulation.  But  such  efforts  were  frustrated  for  a  long 
time  through  the  opposition  of  the.  members  themselves,  whose 
political  influence  was  strong  and  many  of  whom  looked  on  such 
legislation  as  an  attempt  by  the  regular  companies  to  break  up  the 
system.  This  opposition  gradually  weakened  as  the  increasing 
age  of  the  societies  compelled  them  in  greater  numbers  to  realise 
the  imperative  necessity  of  readjusting  their  rates  on  a  sound  scien- 
tific basis.  At  last  the  time  became  ripe  for  radical  action  and  a 
convention  of  the  insurance  commissioners  in  the  various  states 
.  undertook  to  frame  a  bill  which  would  compel  these  associations  to 
gradually  increase  their  rates  and  accumulate  a  reserve  which  would 
place  them  on  a  basis  actuarially  Bound  and  would  subject  them  like 
the  regular  companies  to  the  supervision  of  the  various  insurance 
departments  of  the  states.  Such  a  bill,  known  as  the  Mobile  Bill, 
was  adopted  by  a  convention  of  the  commissioners  meeting  in  that 
city  in  1910,  and  "was  recommended  for  passage  to  the  various  state 
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legislatures.  It  of  course  encountered  strong  opposition,  especially 
on  the  part  of  societies  that  felt  that  their  deficiencies  had  grown 
too  great  to  comply  with  its  requirement,  and  that  they  would  be 
forced  to  close.  But  the  principles  of  the  bill  have  gradually  been 
adopted  until  now  it  has  become  a  law  in  thirteen  of  the  states. 
The  effect  has  been  that  not  only  the  societies  belonging  to  those 
states  but  the  larger  societies,  even  though  located  elsewhere  but 
which  were  doing  business  in  such  states,  were  forced  into  com- 
pliance. 

Before  this  crucial  step  had  been  taken  by  the  commissioners, 
the  better  class  of  fraternal  societies  had  already  realized  the  ne- 
cessity of  a  radical  change  in  the  system  and  had  organised  a  Fra- 
ternal Congress  in  1886  composed  of  some  forty  of  their  leading 
organizations.  This  Congress  collected  the  experience  of  its  mem- 
bers and  framed  a  mortality  table  showing  the  actual  death  rate 
among  them,  and  in  other  ways  sought  to  bring  about  the  needed 
reforms.  One  great  difficulty,  however,  in  the  application  of  such 
a  table  was  the  wide  diversity  of  the  classes  from  which  the  mem- 
bers of  these  societies  were  drawn  as  well  as  their  diverse  financial 
conditions,  both  of  which  seriously  affected  the  death  rate  which 
must  be  expected. 

Under  the  Mobile  Law  a  definite  period  is  allowed  during  which 
the  society  must  gradually  build  up  an  adequate  reserve  which,  like 
that  of  the  old  line  companies,  will  make  good  deficiencies  in  their 
rates,  and  place  them  on  a  similar  basis  of  commercial  solvency. 
The  changes  in  the  system  exacted  by  this  law  are  still  in  process  of 
being  effected  and  it  is  too  soon  to  state  with  certainty  the  outcome. 
The  very  recent  experience  of  the  Royal  Arcanum,  one  of  the  largest 
of  these  societies,  will  illustrate  its  operation. 

This  society  was  organized  in  1877  in  Massachusetts  and  em- 
braces in  its  membership  the  best  representatives  of  the  fraternal 
orders.  Its  subordinate  councils  are  scattered  throughout  all  the 
more  healthful  states  and  territories.  After  twenty  years  of  rapid 
growth,  it  at  last  reached  the  stage  where  radical  reform  in  its 
system  was  imperative.  Its  old  post  mortem  system  of  assess- 
ments at  death  was  discarded  for  definite  annual  payments  of  largely 
increased  amount  and  the  creation  of  a  large  emergency  fund. 
After  fifteen  years'  experience  under  its  revised  plan  it  finds  itself 
unable  to  meet  the  requirements  of  the  Mobile  Law  and  is  compelled 
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to  again  practically  double  its  rates  in  order  that  the  requisite  re- 
serve shall  be  secured  within  the  alloted  time,  which  expires  in  1920. 
Of  its  two  hundred  and  forty  thousand  members,  it  is  estimated  that 
from  sixty  to  a  hundred  thousand  may  resign  from  the  order  through 
the  dissatisfaction  which  had  been  created.  The  hardships  and 
disappointments  involved  in  these  resignations  will  be  great.  But 
the  crisis  once  successfully  passed,  it  is  not  unreasonable  to  antici- 
pate that  the  society  may  start  on  a  new  upward  career,  and  on  a 
foundation  that  will  thereafter  assure  its  members  of  the  ultimate 
payment  of  all  its  obligations  without  future  changes  in  its  rates  or 
modifications  of  its  plan. 

The  great  multiplication  of  friendly  societies  in  the  country 
practically  began  at  the  closeof  the  Civil  War.  Until  about  1888  no 
serious  attempt  at  their  regulation  by  legislation  was  made.  They 
were  regarded  simply  as  charitable  organizations.  Neither  the 
legislatures  nor  the  courts  were  able  to  distinguish  between  their 
fraternal  and  their  business  features.  Even  today  some  of  the 
courts  and  legislatures  still  incline  to  the  view  that  they  do  not 
undertake  to  furnish  indemnity  and  are  therefore  merely  charitable 
in  their  nature.  But  the  prevailing  more  advanced  views  regard 
them  as  business  corporations  obligated  like  all  others  to  strictly 
carry  out  their  contracts,  irrespective  of  their  financial  ability. 

The  first  practical  legislation,  aimed  at  their  regulation,  was 
adopted  by  the*  states  of  Massachusetts  and  New  York  in  1888  upon 
the  initiation  of  representatives  of  the  societies  themselves.  The 
Fraternal  Congress,  representing  the  best  class  of  these  societies,  soon 
after  framed  a  uniform  bill  for  their  regulation,  which  after  several 
years  of  discussion  was  adopted  by  several  of  the  states  in  1893. 
From  this  time  until  1910  there  was  friction  between  the  Congress 
and  the  insurance  commissioners  over  amendments  to  the  bill  which 
lacked  the  elements  necessary  properly  to  safeguard  the  business. 
The  efforts  of  the  Congress,  imperfect  as  they  were,  to  place  ft  on  a 
securer  foundation,  were  resisted  by  a  confederation  of  the  weaker 
societies,  known  as  the  Associated  Fraternities,  who  opposed  any 
governmental  interference.  Because  of  this  opposition  no  success- 
ful effort  to  improve  the  societies'  uniform  bill  could  be  made  and 
at  last  the  commissioners  determined  to  draft  their  own  measure 
which  resulted,  as  has  been  said,  in  their  framing  the  Mobile  Bill 
as  a  joint  measure  whose  passage  they  could  recommend  to  their 
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several  states.    Meanwhile  since  1895  the  societies'  bill  has  been 
adopted  by  some  twenty  states. 

In  1896  the  better  class  of  the  fratemals  began  a  voluntary 
readjustment  of  their  rates  which  soon  became  the  order  of  the  day 
and  which  was  supplemented  by  framing  the  fraternal  Congress 
mortality  table.  These  reforms,  however,  were,  as  has  been  said, 
of  a  compromise  character  affording  a  mere  temporary  relief.  The 
aim  still  was  to  avoid  the  accumulation  of  an  adequate  reserve  and 
to  meet  their  deficiencies  by  emergency  funds  supplemented  by 
moderate  increases  in  their  rates.  They  depended  on  their  lapses 
and  new  membership  to  do  the  rest.  The  adoption  of  the  Mobile 
Bill  was  at  first  strongly  opposed  by  the  fraternal  orders  and  even 
by  some  of  the  commissioners  themselves  as  too  radical  a  measure 
with  which  it  would  be  impossible  for  the  societies  to  comply  without 
a  loss  of  membership  that  would  be  destructive.  Another  serious 
barrier  to  the  proper  increase  of  rates  was  the  tendency  of  the  courts 
to  treat  the  undertakings  of  the  societies  with  their  members  as 
contracts  giving  vested  rights  to  the  latter  and  confining  any  rate 
increase  to  new  members,  thus  throwing  upon  the  latter  the  burden 
of  making  good  the  deficiencies. 

A  most  important  decision  on  this  point  has  just  been  rendered 
by  the  United  States  Supreme  Court  in  the  case  of  Supreme  Lodge 
t>.  Mima.'  It  is  held  that  where  a  fraternal  society  has  the  power  to 
alter  its  contributions  at  will  it  may  increase  its  rates  notwith- 
standing a  provision  in  its  laws  that  monthly  payments  of  its  mem- 
bers shall  continue  the  same  during  their  membership.  This  pro- 
vision is  not  to  be  regarded  as  a  contract  but  merely  as  a  regulation 
subject  to  the  possibility  that  an  increase  of  rates  may  be  necessary 
in  order  to  pay  its  benefits.  What  is  more,  in  this  case  the  provision 
as  to  payment  allowed  the  society  as  an  alternative,  if  the  assess- 
ments were  inadequate,  to  reduce  the  payment  accordingly.  Never- 
theless^ the  court  declared J;hat  adequate  payments  were  essential 
to  the  life  of  the  corporation  and  it  was  entitled  to  fall  back  upon  its 
general  charter  right  to  amend  its  laws  in  order  to  overcome  a  pro- 
vision in  the  laws  that  the  assessments  should  not  be  increased. 
It  was  not  compelled  to  resort  to  the  alternative  of  reducing  the 
*7n*ttran«  Law  Journal,  p.  255.  To  the  same  effect  is  the  case  of  Holt  v. 
Supreme  Lodge,  U-  S.  Circuit  Court  of  Appeals,  Seventh  Circuit,  Insurance 
Law  Journal,  January,  1917. 
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benefit.  The  society  was  of  the  nature  of  a  club  which,  notwith- 
standing a  stipulation  in  the  laws  to  the  contrary  at  the  time  of  a 
member  joining,  might  under  its  chartered  right  increase  its  rates 
to  a  figure  required  to  meet  the  benefits  essential  to  the  satisfactory 
performance  of  its  mission. 

This  radical  departure  from  the  previous  prevailing  disposition 
of  the  courts  to  treat  such  limitations  of  assessments  as  vested 
contract  rights  promises  to  remove  one  of  the  great  hindrances  in 
the  way  of  increasing  the  rates  of  old  members  to  an  adequate 
figure  in  order  to  comply  with  the  requirements  of  the  Mobile  Law. 
If  the  doctrine  here  laid  down  by  the  highest  court  in  the  land  is 
accepted  by  the  various  state  courts,  the  most  serious  obstacle  to 
the  correction  of  their  rates  by  the  fraternal  orders  will  be  removed. 
As  the  members  of  the  societies  have  become  more  enlightened  re- 
garding the  character  and  requirements  of  their  business,  the  opposi- 
tion to  their  proper  regulation  has  gradually  diminished.  In  1914 
the  Associated  Fraternities  united  with  the  Fraternal  Congress,  and 
the  joint  organization  gave  its  support  to  the  efforts  of  the  commis- 
sioners to  secure  adequate  government  regulation,  which  was  still 
opposed,  however,  by  a  third  reactionary  organization  of  the  weaker 
societies  known  as  the  Federated  Fraternities.  Such  progress  in  the 
work  of  reform  had  been  made  by  that  year  that  the  Mobile  Law 
had  already  been  adopted  by  eleven  states,  and  its  amended  form, 
known  as  the  New  York  Conference  Bill,  by  seventeen. 

The  leading  features  of  the  latter,  as  expressed  in  the  Insurance 
Law  of  New  York,  will  show  the  nature  of  the  requirements  now 
made  to  insure  the  ultimate  soundness  of  fraternal  societies.  The 
fraternal  society  is  denned  as  an  organisation  conducted  without 
profit  solely  for  the  benefit  of  its  members  under  the  lodge  system 
and  a  representative  form  of  government  and  paying  death  or  dis- 
ability benefits.  It  must  have  a  supreme  lodge  as  a  governing  body 
made  up  of  representatives  of  the  various  local  lodges  whose  mem- 
bers are  admitted  by  prescribed  rules  and  which  hold  meetings  at 
least  monthly.  It  may  issue  benefit  certificates  for  a  term  of  years 
as  well  as  for  life  but  may  not  promise  endowments  except  under 
certain  conditions.  If  its  rates  have  been  properly  readjusted,  the 
society  may  accept  half  the  payments  in  cash  and  charge  the  balance 
with  compound  interest  against  the  certificate.  Only  certain 
specified  relations  may  be  made  beneficiaries  and  they  can  take  no 
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vested  interest.  The  members  may  change  the  beneficiary  at  will . 
Nor  can  any  beneficiary  pay  the  contributions  required  of  the  mem- 
ber. The  constitution  and  laws  of  the  society  with  the  member's 
application  constitute  the  contract  of  the  member  and  the  former 
is  subject  to  change.  The  society  may  maintain  an  emergency 
fund  but  no  individual  member  shall  be  entitled  to  any  specific 
share  except  under  certain  conditions.  If  the  society  is  found  to  be 
maintaining  a  4  per  cent  reserve  by  the  American  table,  it  may 
grant  extended  and  paid-up  insurances  and  withdrawal  equities 
not  exceeding  the  reserve.  Endowment  benefits,  and  benefits 
payable  at  seventy,  may  also  be  granted.  Certificates  must  be 
issued  to  the  members  specifying  the  amount  of  benefit  and  stating 
that  it,  together  with  the  constitution,  laws  and  application,  form 
the  contract.  The  society's  laws  must  state  the  specific  object  of 
the  payments  and  what  portion  can  be  used  for  expenses.  The 
mortuary  fund  may  not  be  used  for  this  purpose.  The  Fraternal 
Table  at  4  per  cent  shall  be  a  minimum  standard  of  valuation  ex- 
cept where  the  society  has  its  own  experience  framed  from  at  least 
twenty  thousand  lives.  If  at  the  valuation  at  the  close  of  1917  the 
company  shows  a  deficiency  and  such  deficiency  shows  an  increase 
in  the  triennial  valuation  of  1920,  new  members  must  be  placed  in  a 
separate  class  atadequate  rates  and  the  Superintendent  of  Insurance, 
if  he  deems  it  best,  may  institute  proceedings  to  wind  up  the  society. 
In  lieu  of  this  requirement,  however,  the  society  may  provide  in  its 
by-laws  for  increasing  the  contributions  of  the  members  if  their 
share  of  the  annual  losses  is  in  excess  of  their  annual  payments. 
The  Mobile  Bill  requires  also  that  if  in  1917  the  assets  are  less  than 
90  per  cent  of  the  liabilities  the  deficiency  must  be  decreased  at  least 
5  per  cent  during  the  succeeding  three  years. 

Such  are  the  leading  features  of  the  most  advanced  legislation 
on  this  subject.  It  ranges  from  this  high  standard  to  practically 
no  effective  legislation  in  some  of  the  states.  It  is  obvious  that  a 
compliance  with  this  standard  will  tend  to  assimilate  the  fraternal 
society  more  nearly  in  its  character  with  the  ordinary  life  company. 
A  similar  system  of  invested  reserves,  though  perhaps  smaller  in 
amount,  will  be  exacted.  Instead  of  assessments  having  little  re- 
gard to  the  actual  cost  of  insurance,  they  will  approximate  such  cost. 
Contributions  for  expenses  can  no  longer  be  applied  to  the  payments 
of  benefits,  nor  the  reverse,    Whatever  advantages  may  be  de- 
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rived  from  the  social  features  and  the  agency  work  of  the  members 
themselves,  will  remain,  but  these  will  naturally  be  diminished  as 
the  cost  of  membership  increases  and  the  society  approaches  the 
form  of  a  business  organisation.  The  expenses  of  procuring  new 
members  will  naturally  increase  through  the  employment  of  paid 
solicitors.  But  what  is  most  important,  the  promised  benefits  will 
be  more  definite  in  their  character  and  the  assurance  of  their  ultimate 
payment  will  be  greater.  There  will  be  the  stronger  need  for  those 
social  relations  of  the  lodge  system  which  must  always  be  at  the 
foundation  of  genuine  fraternal  orders.  What  will  be  the  ultimate 
issue,  it  is  too  soon  perhaps  to  predict.  But  the  tenacity  with  which 
the  system  has  been  perpetuated  in  spite  of  its  defects  gives  strong 
assurance  that  the  better  societies  will  be  able  to  reorganize  on  a 
basis  which  will  be  permanent.  The  losses  due  to  their  failures 
heretofore  have  been  more  in  the  shape  of  disappointed  expecta- 
tions than  in  actual  wastage  of  funds.  They  have  furnished  tem- 
porary insurance  to  their  members  at  a  minimum  of  cost,  though 
often  unable  to  pay  the  promised  benefits  to  the  long  livers  on  ac- 
count of  their  insufficient  rates.  A  more  intelligent  and  honest 
class  of  men  have  succeeded  to  their  managment  and  their  members 
are  being  educated  up  to  the  requirements  of  their  work. 

In  the  face  of  its  defective  character,  fraternal  insurance  has 
been  steadily  growing  in  its  membership  and  in  its  beneficence. 
In  1896  the  societies  forming  the  national  Fraternal  Congress,  which 
included  the  great  body  of  the  true  fraternal  orders  in  the  country 
but  excluded  the  mere  assessment  orders  which  maintained  no 
genuine  lodge  system,  had  a  combined  membership  of  over  a 
million  and  a  half  and  benefit  certificates  in  force  of  over  three  bil- 
lion dollars.  They  had  paid  out  in  benefits  more  than  twenty-eight 
million  dollars  during  that  single  year,  and  over  two  hundred  and 
thirty  millions  during  the  previous  ten  years.  Nineteen  years  later 
the  strictly  fraternal  orders,  doing  business  in  New  York  which  em- 
braced the  principal  societies  of  this  country  reported  a  membership 
of  over  five  millions  and  certificates  in  force  of  over  six  billion  dollars. 
But  as  against  their  enormous  future  payments  promised  in  their 
certificates  they  held  assets  of  only  about  one  hundred  and  forty-six 
millions,  or  little  more  than  one  dollar  in  fifty.  The  regular  life 
companies  doing  business  in  that  state  in  the  same  year  had  between 
seven  and  eight  hundred  thousand  policies  in  force,  insuring  over 
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fourteen  billion  dollars,  against  which  they  held  assets  of  between 
four  and  five  billions  or  about  fourteen  dollars  in  fifty.  In  other 
words  the  regular  life  companies  were  required  by  law  to  carry  about 
fourteen  times  the  amount  of  funds  of  the  fraternals  in  order  to 
maintain  their  technical  solvency.  The  comparison  of  these  figures 
shows  the  threatened  future  deficiencies  of  the  fraternal  orders  which 
the  recent  legislation  is  seeking  to  correct.  It  is  obvious  that  no 
scheme  of  assessments,  if  deferred  until  these  enormous  obligations 
become  due,  can  make  good  the  deficiencies,  and  the  legislation  is 
aimed  to  compel  an  adequate  reserve  while  there  is  yet  time  for  ite 
creation. 

Roughly  speaking  about  five-twelfths  of  all  the  lives  insured 
in  the  United  States,  aside  from  industrial  insurance,  are  carried 
in  fraternal  societies,  the  remaining  seven-twelfths  being  in  the 
regular  companies.  The  industrial  companies,  however,  have  more 
than  double  the  membership  of  all  the  others  combined,  though  the 
amount  insured  is  less  than  that  of  the  fraternals.  The  mere  as- 
sessment companies  doing  business  for  profit  have  been  largely 
weeded  out  during  more  recent  years  either  through  failure  or 
through  more  or  less  successful  changes  in  their  systems  to  conform 
to  that  of  the  old  line  companies.  The  genuine  fraternal  society 
is  in  its  nature  a  social  club  for  the  mutual  aid  of  its  members  as 
well  as  an  insurance  organization.  Its  character  as  a  club  has  been 
generally  recognized  by  the  courts.  A  society  is  made  up  of  local 
lodges  whose  representatives  combine  to  form  the  grand  lodge  which 
is  the  governing  body  of  the  whole.  Each  local  lodge  is  the  social 
and  business  center  of  its  members.  It  collects  the  dues  and  as- 
sessments and  independently  cares  for  the  sick  and  disability  benefits 
of  its  own  members.  The  death  benefits  are  cared  for  by  the  grand 
lodge.  The  dues  and  initation  fees  when  exacted  are  used  to  meet 
the  expenses  of  the  society.  The  benefits  are  met  from  the  assess- 
ments or  contributions  for  that  purpose  by  the  members.  They 
are  essentially  cooperative  bodies  having  no  capital  and  yielding 
no  profit.  Their  promised  benefits  are  not  in  the  nature  of  legal 
indemnities  and  cannot  be  used  as  collateral  securities  or  be  attacked 
by  creditors.  The  agreement  between  the  society  and  its  members 
ib  not  a  policy  or  business  contract  as  in  commercial  life  insurance, 
but  is  embraced  in  a  certificate  of  membership  in  which  the  member 
agrees  to  comply  with  the  laws  and  regulations  of  the  society  then 
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or  thereafter  in  force.  This  general  agreement  is  supplemented  by 
the  statements  in  his  application.  The  benefits  themselves  are 
prescribed  by  the  laws  of  the  society  and  the  claim  of  the  member 
is  by  virtue  of  his  membership.  He  has  no  vested  property  rights 
in  the  society  until  the  claim  has  actually  matured.  A  beneficiary 
can  be  designated  only  within  the  prescribed  relationships;  such 
beneficiary  takes  no  vested  interest  and  may  be  changed  by  the 
member  at  will.  In  a  word  fraternal  societies  do  not  furnish  com- 
mercial life  insurance  in  the  nature  of  an  indemnity,  but  a  fraternal 
assistance  or  relief. 

The  right  of  assessment  in  case  of  deficiencies,  which  they 
generally  retain,  technically  relieves  them  from  the  charge  of  legal 
insolvency  when  unable  to  meet  their  claims,  especially  when  the 
promised  benefit  is  limited  to  the  amount  which  the  assessment  may 
yield;  but  it  does  not  relieve  them  from  the  practical  effects  of  in- 
solvency when  such  assessments  fail  to  produce  the  amounts  needed 
to  meet  the  expected  benefits.  This  technical  loophole,  however, 
has  proved  an  important  protection  in  the  past  against  their  legal  ad- 
judication as  insolvents  and  against  legislative  Interference.  Then- 
methods  of  assessing  contributions  differ  widely,  since  they  were 
forced  to  increase  their  rates  and  to  recognize  the  effect  of  age  on  the 
cost  of  insurance.  The  earlier  attempts  were  directed  to  create  an 
insufficient  emergency  fund  in  place  of  a  proper  reserve  while  in- 
creasing their  rates  only  according  to  some  assumed  current  cost 
at  the  various  ages;  often,  too,  relying  on  lapses  to  make  good 
deficiencies.  Sometimes,  where  their  laws  permitted,  the  benefits 
were  scaled.  But  this  the  courts  refused  to  sanction  unless  it  was 
clearly  authorised.  Sometimes  a  step  rate  plan  was  resorted  to, 
the  rates  remaining  level  through  a  group  of  ages  and  being  increased 
as  the  next  succeeding  group  was  reached.  Sometimes  the  rates  were 
fixed  according  to  the  age  attained  by  the  member,  at  others  ac- 
cording to  his  age  at  entry,  but  the  last  required  some  adjustment 
of  their  past  deficiencies  in  case  of  old  members  if  the  rates  were  to 
be  made  adequate. 

The  older  the  society  the  greater,  of  course,  were  the  deficien- 
cies and  the  more  difficult  it  became  to  correct  them,  especially  in 
view  of  the  alleged  rights  of  such  members  to  exemption  from  in- 
creased rates.  A  compromise  was"  sometimes  attempted  by  per- 
mitting the  member  to  continue  his  original  rate  upon  giving  a  lien 
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on  the  promised  benefit  equal  to  the  deficiency  in  the  reserve.  The 
more  recent  readjustments  have  generally  been  made  on  the  basis 
of  the  age  attained  by  the  member  with  modifications  of  the  rates, 
however,' at  those  advanced  ages  where  they  would  otherwise  be 
prohibitory.  Thus  the  societies  are  gradually  being  brought  in  line 
with  those  of  Great  Britain  where  an  adequate  level  premium  and 
reserve  are  maintained  as  in  the  ordinary  life  companies. 

How  many  of  the  societies  will  succeed  in  reaching  this  standard 
will  depend  on  the  extent  of  the  deficiencies  to  be  made  good,  and 
the  ability  to  secure  new  members  at  the  increased  rates.  Opposi- 
tion on  the  part  of  the  members  and  heavy  lapse  rates  at  the  start 
are  to  be  anticipated.  But  past  experience  seems  to  indicate  that 
in  the  end  those  societies  which  are  able  to  stand  the  strain  will 
emerge  on  a  solid  foundation  for  the  future.  Paid  solicitors  will 
be  more  needed  to  secure  new  members  as  the  society  approaches 
in  its  character  the  ordinary  business  company  and  the  expenses 
of  management  will  naturally  increase,  all  of  which  emphasizes  the 
importance  of  maintaining  the  social  and  fraternal  features.  It 
would  be  a  great  mistake  to  assume  that  their  failures  in  the  past 
represent  corresponding  moneyed  losses  to  their  members.  Their 
moneys  have  been  spent  in  fraternal  insurance  benefits.  But  these 
have  been  in  the  nature  of  term  insurances  except  to  the  short  livers. 
The  loss  has  been  the  failure  of  the  long  livers  to  receive  benefits 
which  they  had  been  promised  but  which  their  payments  were 
insufficient  to  provide.  In  the  face  of  all  their  past  defects  it  has 
been  estimated  that  they  have  collected  and  paid  for  the  benefit 
of  their  deceased  and  sick  members  more  than  six  hundred  millions 
of  dollars  during  the  last  forty  years  at  a  moderate  coat  of  manage- 
ment. They  continue  to  meet  a  want  in  the  community  which 
commercial  life  insurance  can  but  imperfectly  supply.  The  frater- 
nal instinct  is  today  as  strong  in  the  human  breast  as  when  the  trade 
and  religious  guilds  were  dominant  in  Western  Europe,  and  it  is  only 
reasonable  to  expect  that  the  fraternal  orders  under  more  enlight- 
ened management  will  continue  their  beneficient  mission. 
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FROM  TAXATION 
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University  of  Pennsylvania. 

The  discussion  preceding  the  enactment  of  the  federal  income 
tax  law  in  1913  reopened  an  issue  on  which  life  insurance  officials 
and  legislators  have  disagreed  for  years.  Though  insurance  com- 
panies have  contended  that  life  insurance  funds  do  not  offer  a 
legitimate  field  for  taxation,  they  have  been  called  upon  yearly  to 
pay  larger  and  larger  amounts  in  taxes  to  the  various  states  in 
which  they  operate.  The  bill  introduced  in  Congress  offered  no 
exemption  to  an  individual  who  protected  his  dependent  family 
through  life  insurance  from  becoming  public  charges  at  his  death, 
or  who,  by  the  same  agency,  provided  for  his  own  old  age.  Nor 
did  it  exempt  the  income  of  the  life  insurance  company,  the  funds 
of  which  are  a  standing  guarantee  against  family  and  old  age 
dependency. 

The  discussions  of  this  bill,  like  most  controversies  over  the 
question  of  taxing  life  insurance  funds,  have  consisted  in  dogmatic 
assertions  on  both  sides  unattended  by  any  attempt  at  scientific 
analysis  that  would  give  a  basis  for  testing  the  arguments.  It  is 
doubtless  true  that  most  life  insurance  men  accept  without  proof 
the  statement  that  life  insurance  funds  should  never  be  subject  to 
general  taxation;  it  is  equally  true  that  legislators,  in  their  search 
for  ways  and  means,  are  inclined  to  choose  the  method  which  offers 
easy  collection  and  has  the  least  injurious  effect  on  party  success, 
regardless  of  the  scientific  character  of  the  taxation  problem. 

Any  permanent  settlement  of  this  controversy  in  the  near 
future  is  unlikely.  With  the  extension  of  government  activities 
there  is  necessity  for  increasing  revenue,  and  new  laws  have  a  tend- 
ency to  reach  untaxed  sources  of  wealth.  These  laws  are  often 
passed,  however,  without  being  submitted  to  the  test  of  a  really 
adequate  theory.  Those  who  oppose  the  taxation  of  life  insurance 
funds,  having  a  perfectly  good  case  to  defend,  have  too  often  devoted 
their  energies  to  attacks  on  particular  laws  and  have  not  made  clear 
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the  underlying  reasons  why  life  insurance  funds  should  receive 
special  consideration. 

Basic  Requirements  or  a  Tax  System 

The  statement  of  principles  on  which  life  insurance  taxation 
shall  be  based  is  not  a  pleasant  task.  One  faces  two  bitterly  op- 
posing camps,  either  ready  to  fall  upon  the  first  heterodox  state- 
ment and  to  cry  "  traitor. "  It  is  a  profitable  task,  however,  if  agree- 
ment is  ever  to  replace  the  present  conflict  of  opinion. 

Taxes  are  general  or  specific.  Taxation  of  any  kind  is  justified 
on  the  ground  that  administration  of  government  results  in  benefit 
to  the  governed.  In  a  broad  sense,  the  function  of  government  is 
the  care  of  the  health,  morals  and  well-being  of  its  subjects  and  the 
funds  necessary  for  the  conduct  of  such  activities  can  be  obtained 
by  general  taxation.  The  relationship  between  work  performed 
and  revenues  obtained  is  indirect  as,  for  instance,  where  a  tax  levied 
on  property  is  used  for  the  supervision  of  public  health  or  for  the 
support  of  judicial  tribunals.  In  extending  the  field  of  government, 
it  has  become  increasingly  necessary  to  carry  on  special  activities 
and  the  revenues  for  such  purposes  are  collected  directly  from  those 
benefited  and  should  cover  only  the  cost  of  service  rendered.  Thus 
the  federal  government  conducts  the  postal  service  and  collects  two 
cent  for  each  letter  carried.  The  feeling  that  the  postage  tax 
should  not  be  greater  than  the  cost  of  this  service  is  reflected  in  the 
demand  for  penny-postage.  The  government  is  likewise  called  upon 
from  time  to  time  to  supervise  particular  institutions  and  the  cost 
of  such  supervision  may  be  charged  directly. 

With  government  thus  functioning  as  general  and  specific — for 
the  benefit  of  all,  and  for  the  benefit  of  special  classes  of  the  governed 
— it  is  proper  to  distinguish  two  correlative  types  of  taxation:  gen- 
eral taxation,  to  pay  costs  of  government  activities  in  the  benefits 
of  which  the  whole  people  share;  and  specific  taxation,  to  cover  the 
costs  of  benefits  accruing  to  a  limited  group. 

The  justice  of  any  system  of  taxation  may  be  tested  on  different 
grounds  in  so  far  as  we  are  dealing  with  these  two  fields  of  govern- 
ment enterprise.  It  may  be  accepted  as  a  working  principle  that 
the  conduct  of  specific  operations  such  as  carrying  the  mails  shall 
be  paid  for  by  those  who  use  the  mails,  or  that  specific  institutions 
which  receive  the  benefit  of  government  supervision  shall  be  taxed 
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directly  to  pay  its  cost.  Little  disagreement  with  this  principle 
will  be  found.  An  equitable  system  of  general  taxation  is  much 
more  difficult  to  formulate.  Adam  Smith  stated  its  fundamental 
premise  when  he  said  "The  subjects  of  every  state  ought  to  contrib- 
ute to  the  support  of  government  as  nearly  as  possible  in  proportion 
to  their  respective  abilities:  that  is,  in  proportion  to  the  revenue 
which  they  respectively  enjoy  under  the  protection  of  the  state."1 
This  principle  is  accepted  by  John  Stuart  Mill,  and  in  his  elaboration 
of  it  he  interprets  it  to  mean  that  "equal  sacrifices  ought  to  be 
demanded  from  all."* 

General  taxation  should  be  levied  upon  surplus.  It  is  true  that 
much  popular  misunderstanding  results  from  the  attempt  to  explain 
these  doctrines  in  current  phraseology,  and  clearness  is  in  no  way 
attained  by  a  study  of  tax  systems  in  the  United  States.  It  is  quite 
certain,  however,  that  if  Mill  were  restating  his  doctrine  at  the 
present  time  he  would  do  so  in  terms  of  the  standard  of  living.  He 
would  justify  any  tax  system  in  accordance  with  the  way  in  which 
it  might  affect  individual  incomes.  A  tax  falling  upon  the  person 
whose  income  is  insufficient,  or  only  just  sufficient,  to  maintain 
physical  existence  and  rear  a  family  would  be  destructive  and  there- 
fore socially  undesirable.  All  taxes  should  fall,  in  bo  far  as  possible, 
on  those  who  enjoy  incomes  in  excess  of  this  amount.  Fortunately, 
the  decision  as  to  what  is  a  minimum  standard  of  living  need  not 
enter  the  present  argument.  The  sociologists  may  be  permitted  to 
establish  the  limit  and  we  may  agree  not  to  tax  individuals  whose 
incomes  fall  below  this  mark.  We  may  say  with  certainty  that 
the  government  is  justified  in  taxing  the  man  whose  annual  income 
is  $100,000;  but  the  advisability  of  taxing  a  $2.00  per  day  wage  may 
await  the  determination  of  the  minimum  standard. 

While  the  amount  necessary  to  maintain  this  standard  need 
not  be  stated  for  the  present  argument,  the  factors  which  it  includes 
do  require  statement.  It  means  more  than  the  food,  clothing, 
lodging  and  recreation  supplied  by  current  income.  It  requires 
provision  for  times  when  income  may  cease  through  death,  sickness, 
disability  or  old  age.  Recent  developments  of  the  idea  of  family 
responsibility  include  the  belief  that  the  man  whose  income  may 
cease  with  death,  disability  or  superannuation  must  lay  aside  certain 

1  Wealth  of  Nation*,  Book  V,  Chap.  II,  Part  I. 

»  Principles  of  Political  Economy,  Book  V,  Chap.  II,  Sea.  3. 
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amounts  from  his  weekly  or  yearly  income  for  insurance  or  annuities 
to  provide  for  family  needs,  should  any  of  these  catastrophieB  occur. 
Society  benefits  if  all  persons  whose  incomes  fail  to  satisfy  these 
minimum  requirements  are  exempt  from  taxation.  In  Mill's  own 
words,  "The  principle  ....  of  equality  of  taxation,  inter- 
preted in  its  only  just  sense,  equality  of  sacrifice,  requires  that  a 
person  who  has  no  means  of  providing  for  old  age,  or  for  those  in 
whom  he  is  interested,  except  by  saving  from  income,  should  have 
the  tax  remitted  on  all  that  part  of  his  income  which  is  really  and 
bona  fide  applied  to  that  purpose."*  Indeed,  he  goes  further  and 
Bays  that,  were  it  possible  to  administer  the  tax,  it  should  be  based 
on  expenditures  and  all  savings  should  be  exempted.  But,  since 
this  cannot  be  done  without  great  liability  to  fraud  the  next  best 
thing  is  to  exempt  those  amounts  which  "different  classes  of  con- 
tributors ought  to  save."* 

It  is  at  this  point  that  Mill's  theory  overreaches  itself.  Pres- 
ent-day social  philosophy  interprets  his  doctrine  of  "equal  sacri- 
fices from  all"  to  mean  the  exemption  of  all  persons  whose  incomes 
will  not  purchase  the  present  necessities  of  life  and  insurance  against 
loss  of  income  in  the  future,  and  the  taxation  of  all  who  enjoy  a 
surplus  income  beyond  these  minimum  requirements.  This  is 
thoroughly  consistent  with  the  doctrine  originally  propounded  by 
Adam  Smith,  and  accepted  by  Mill,  of  taxing  those  who  have  ability 
to  pay.  The  taxation  of  expenditures  only  opens  the  way  for  the 
transmission  of  large  unearned  incomes  to  heirs.  Savings  should 
be  encouraged  in  so  far  as  they  are  used  for  the  education  and  equip- 
ment of  children  in  order  to  give  them  the  best  possible  opportunity 
to  develop  their  talents  and  make  of  them  socially  useful  citizens. 
But  savings  intended  to  furnish  children  with  an  unearned  income 
that  will  support  them  in  leisure  and  idleness  may  be  taxed  with 
wholesome  social  effect.  Unearned  incomes  are  limited  by  the 
imposition  of  an  inheritance  tax;  and  it  is  proper  to  limit  them  also 
in  the  process  of  accumulation  by  a  tax  on  surplus  income. 

Application  of  these  principles  to  the  taxation  of  life  insurance. 

The  theory  of  taxation  here  outlined  may  be  applied  to  the  taxation 

of  life  insurance  funds  in  the  following  manner.    Specific  taxation 

to  pay  the  expenses  of  government  supervision  of  the  life  insurance 

«  Mill:  Principle*  of  Political  Economy,  Book  V,  Chap.  2,  4. 


,y  Google 


Taxation  of  Life  Insurance  Funds  127 

companies  is  fully  justified  so  long  aa  the  tax  does  not  exceed  the 
expenses  of  such  supervision.  Taxation  for  general  government 
purposes  is  justified  only  in  so  far  as  life  insurance  funds  represent 
something  more  than  a  sufficient  provision  of  the  necessities  for  ■ 
maintaining  a  proper  standard  of  living  and  providing  minimum 
savings  for  dependents  and  for  old  age.    - 

There  are  two  direct  means  of  taxing  life  insurance  funds:  a 
tax  on  life  insurance  corporations  and  a  tax  on  an  individual's  pro- 
vision for  life  insurance.  The  corporation  may  be  taxed  on  its 
assets,  on  its  premium  income,  on  its  investment  income,  or  on  its 
profits  or  surplus.  An  individual's  provision  for  life  insurance  may 
be  taxed  while  being  accumulated  or  when  paid  to  beneficiaries.  It 
is  taxed  in  the  process  of  accumulation  when  a  law  taxing  income 
fails  to  exempt  those  portions  of  inpome  used  for  the  purchase  of 
insurance  or  old  age  protection;  it  is  taxed  after  being  accumulated, 
if  the  income  tax  law  fails  to  exempt  the  proceeds  of  life  insurance 
contracts  when  paid  to  beneficiaries  in  immediate  cash  or  in  install- 
ments. 

Taxation  of  life  insurance  companies.  Taxes  on  life  insurance 
corporations  are  justified  in  bo  far  as  they  pay  reasonable  expenses 
of  government  supervision;  more  than  this  amount  may  not,  in 
strict  theory,  be  collected  unless  life  insurance  funds  comprise  some- 
thing more  than  necessary  savings  for  dependency  and  old  age  pro- 
vision. The  company  which  operates  on  the  stock  plan  and  each 
year  diverts  a  portion  of  its  funds  for  the  payment  of  dividends  on 
stock  is  to  this  extent  more  than  an  insurance  and  savings  institution 
and  may  not  object  to  the  imposition  of  a  corporation  tax  on  the 
part  of  its  funds  so  diverted.  This  would  be  a  tax  on  the  "gains  or 
profits  of  trade,"  in  the  words  of  the  English  income'  tax  law.  A 
purely  mutual  insurance  company  has  no  such  profits  of  trade  and 
either  must  not  be  taxed  at  all  or  on  a  different  basis.  If  we  were  to 
accept  fully  Mill's  rule  that  all  savings  be  exempt  from  taxation, 
there  would  be  no  basis  whatever  for  taxing  the  mutual  company; 
but  the  principle  stated  on  page  126  and  the  principle  that  has  gained 
acceptance  in  English  tax  laws  is  to  exempt  savings  only  up  to  a 
certain  minimum  and  to  tax  all  over  this  amount.  If  this  rule  is 
accepted  as  a  basis  for  taxing  individual  incomes  it  must  be  accepted 
likewise  in  the  case  of  corporate  incomes.  The  tax  authorities  are 
then  justified  in  imposing  a  tax  upon  all  life  insurance  corporations 
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whose  assets  represent  provision  for  any  individual  beyond  the 
minimum  standard  accepted.  It  is  plainly  impossible  to  tax  such 
corporations  in  strict  accordance  with  the  amount  of  excess  savings 
reflected  in  their  assets.  The  method  adopted  will  necessarily  be 
only  a  rough  approximation  to  theoretical  requirements.  Taxes  on 
assets,  on  premium  income  or  on  investment  income  are  justified, 
for  purposes  other  than  the  cost  of  government  supervision,  only  on 
the  ground  that  savings  in  excess  of  minimum  requirements  are 
reflected  in  the  company's  assets.  The  measure  of  the  stringency 
of  such  taxation  should  be  the  degree  to  which  it  discourages  saving 
for  dependents  or  for  old  age  requirements. 

Taxation  of  individuals.  An  individual  provides  for  life  insur- 
ance needs  by  devoting  a  portion  of  his  income  to  the  purchase  of 
insurance  and  annuities.  A  system  of  taxation  based  on  the  prin- 
ciple of  taxing  surplus  income  recognizes  a  minimum  provision  for 
these  needs  as  one  of  the  necessaries  of  life  and  therefore  not  taxable. 
It  is  not  a  sufficient  answer  to  say  that  the  need  for  saving  for 
dependents  or  old  age  is  met  by  the  personal  exemption  granted 
small  incomes  by  the  income  tax.  The  point  of  this  exemption  is 
that  no  income  below  this  limit  is  to  be  taxed  no  matter  in  what  way 
it  is  spent.  If,  then,  it  is  desirable  to  encourage  citizens  to  make 
their  own  provision  for  old  age  or  for  dependents,  it  must  be  done 
by  a  further  exemption. 

The  proceeds  of  insurance  policies  may  be  paid  to  beneficiaries 
in  a  single  cash  sum,  in  a  fixed  number  of  installments  or  as  an 
annuity  for  life.  It  would  be  entirely  improper  to  consider  the 
receipt  of  the  face  value  of  an  insurance  policy  at  maturity  as  part 
of  a  single  year's  income  and  to  tax  the  entire  amount  as  such.  It 
should  be  taxed,  if  at  all,  as  an  inheritance.  Furthermore,  the 
failure  to  tax  the  sum  insured  upon  its  payment  to  the  beneficiary 
does  not  exempt  it  completely  from  taxation,  for  it  is  usually  in- 
vested and  emerges  again  as  income. 

Where  the  Bum  received  is  paid  at  maturity  in  a  fixed  number 
of  installments  or  as  a  life  annuity,  the  question  is  raised  whether 
it  is  not  incorrect  to  consider  the  entire  amount  of  each  periodic 
payment  as  income  and  therefore  taxable.  The  claim  is  justly  made 
that  the  amount  received  ia  only  income  in  part;  that  the  major 
portion  is  a  return  of  the  principal  left  with  the  insurance  company. 
The  federal  income  tax  law  recognizes  this  distinction  between 
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principal  and  interest  in  an  annuity  income  and  modifies  the  method 
of  assessing  income  tax  on  annuities  in  conformity  with  the  idea 
that  the  principal  should  be  exempt.  This  procedure  does  not 
accord  with  the  theory  that  only  necessary  provision  for  the  neces- 
sities of  life  Bhould.be  exempt  and  that  all  surplus  above  this  amount 
should  be  subject  to  tax.  Under  Buch  an  interpretation  of  an  annu- 
ity income,  a  person  might  invest  in  an  annuity  of  several  hundred 
thousand  dollars  per  year  and  enjoy  it  largely  free  from  taxation, 
whereas  the  maximum  of  other  incomes  exempt  from  tax  in  our 
federal  law  is  four  thousand  dollars.  On  the  basis  of  assessing  tax- 
ation against  surplus,  the  distinction  between  principal  and  income 
in  a  taxable  annuity  may  not  be  defended,  and  the  tax  shall  be 
assessed  on  the  entire  amount  of  the  periodic  payment  if  above  the 
limit  for  exemption. 

There  is  no  logical  basis  for  the  exemption  from  taxation  of  that 
part  of  an  annuity  which  is  principal.  Like  so  many  of  our  tax  laws 
(in  fact,  the  idea  may  be  applied  to  almost  any  law)  this  method  of 
dealing  with  annuities  iB  probably  based  on  some  early  decision  of  a 
purely  technical  character.  Some  one  claimed  exemption  from  an 
income  tax  on  the  ground  that  the  principal  of  an  annuity  is  not 
income,  and  the  decision  became  a  precedent.  This  is  exactly  what 
has  happened  under  the  federal  income  tax  law  of  1913.  This  law 
did  not  make  clear  its  purpose  in  taxing  annuities  and  the  demand 
was  shortly  made  for  a  distinction  between  principal  and  income 
and  the  exemption  of  the  former  from  tax.  The  method  of  admin- 
istering the  law  was  finally  cleared  by  Treasury  Decision  number 
2151,  which  stated:  "The  amount  paid  under  a  fife  insurance,  en- 
dowment or  annuity  contract  is  not  income  when  returned  to  the 
person  making  the  contract,  either  upon  the  maturity  or  surrender 
of  the  contract;  but  the  amount  by  which  the  sum  received  exceeds 
the  Bum  paid  and  coming  into  the  hands  of  the  person  making  the 
contract  and  payment  is  income." 

Now  that  the  precedent  is  established,  the  procedure  is  defended 
on  other  and  different  grounds.  Probably  the  favorite  argument 
is  that  the  taxation  of  the  principal  of  an  annuity  is  a  direct  dis- 
couragement to  saving.  A  great  deal  of  bombast  is  wasted  on  this 
idea,  and  it  is  easy  to  raise  a  cry  in  favor  of  the  "poor  widows  and 
orphans";  but  we  must  not  be  unmindful  of  the  fact  that,  in  the 
long  run,  the  best  friend  of  life  insurance  is  the  one  who  builds  that 
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institution  on  the  surest  foundation.  It  is  the  feeling  of  the  writer 
that  a  tremendous  mistake  has  been  made  in  our  income  tax  law  in 
the  emphasis  placed  on  the  interpretation  of  an  annuity  income, 
while  the  fundamental  problem  has  been  entirely  neglected,  namely, 
the  exemption  of  that  part  of  yearly  income  which  is  spent  for  life 
insurance  or  annuity  needs.  The  way  to  encourage  saving  for  these 
purposes  is  to  release  from  taxation  the  money  spent  in  life  insurance 
premiums.  The  taxation  of  a  large  annuity  income  is  taxing  the 
fund  after  it  has  been  accumulated,  and  it  is  difficult  to  see  how  this 
will  result  in  decreased  provision  for  life  insurance  needs.  Further- 
more, the  exemption  of  such  income  from  taxation  violates  the 
fundamental  premise  that  taxation  should  be  levied  on  surplus. 

Summary 

To  summarize  the  preceding  discussion,  governments  function 
in  two  ways, — certain  activities  benefit  the  whole  people;  others, 
only  special  groups  or  classes.  Taxation  therefore  should  be  general 
or  specific  in  bo  far  as  revenue  is  used  for  the  general  good  or  for 
selected  classes.  Specific  taxation  shall  aim  to  pay  the  expense  of 
service  rendered  and  no  more  and  shall  be  levied  upon  those  for 
whom  the  service  is  performed;  general  taxation  shall  be  levied 
upon  all  who  have  "ability  to  pay"  and  this  class  will  include  only 
those  whose  incomes  more  than  satisfy  the  requirements  of  a  decent 
standard  of  living,  including  necessary  provision  for  dependents  in 
case  of  death,  disability  or  sickness  and  for  one's  self  in  case  of 
forced  or  voluntary  retirement. 

This  theory  may  be  used  as  a  test  of  the  adequacy  of  methods 
of  taxing  life  insurance  companies  and  individuals.  The  companies 
shall  be  taxed  directly  to  pay  the  cost  of  government  supervision. 
Further  levies  on  them  are  general  taxation  and  are  supported  on 
the  ground  that  the  assets  of  the  companies  reflect  provision  on  the 
part  of  some  policyholders  for  more  than  minimum  insurance  needs, 
that  life  insurance  companies,  in  other  words,  have  become  a 
depository  for  surplus  income  of  men  of  wealth.  Companies  oper- 
ating on  the  stock  plan  and  paying  dividends  to  stockholders  may 
be  taxed  further  on  some  basis  of  capitalization  or  of  dividends  paid 
to  stockholders. 

In  taxing  individuals,  the  basic  requirement  of  the  theory  is  that 
all  persons  shall  be  relieved  from  the  burden  of  general  taxation  on 
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that  portion  of  income  needed  to  guarantee  a  decent  standard  of 
living  and  to  purchase  a  liberal  amount  of  insurance  protection 
against  common  hazards.  Ab  the  federal  income  tax  law  sets  a 
limit  of  $3,000  income  on  which  no  one  is  taxed,  so  it  should  make  a 
second  exemption  of  income  spent  on  insurance  premiums. 

The  proceeds  of  matured  policies  shall  be  taxed  on  the  principle 
of  an  inheritance  or  an  income.  If  paid  in  a  lump  sum,  and  its 
amount  be  sufficient  for  taxation  as  an  inheritance,  it  shall  be  so 
taxed,  but  never  as  an  income.  If  it  be  paid  in  installments  or  as  an 
annuity,  it  is  in  effect  an  exchange  of  capital  for  an  income  and  shall 
be  taxed  as  income. 

List  Insurance  Taxation  in  the  United  States 
Existing  tax  laws  in  the  United  States  may  he  examined  in  their 
application  to  life  insurance  funds  and  may  be  tested  by  the  prin- 
ciples here  stated.  Generally  speaking,  life  insurance  is  subject  to 
tax  by  one  or  more  of  three  governmental  bodies,  the  federal  gov- 
ernment, the  state  and  the  municipality.  The  first  two  will  be 
considered  in  this  paper. 

State  taxes.  The  state,  being  the  governing  authority  with  the 
power  and  duty  of  supervising  life  insurance  corporations,  taxes 
them  with  the  primary  purpose  of  paying  the  costs  of  supervision. 
This  is  usually  done  by  a  tax  on  premiums  collected  within  the  state. 
The  rate  charged'  varies  from  one  to  three  per  cent  with  different 
states.  Sometimes  it  is  charged  on  gross  premiums;  in  other  cases, 
gross  premiums  less  death  losses;  and  frequently,  in  the  case  of  par- 
ticipating policies,  on  gross  premiums  less  dividends.  A  few  states 
have  shown  liberality  by  defining  "premiums,"  in  the  meaning  of 
the  law,  as  gross  premiums  less  dividends.  On  the  other  band,  where 
legislatures  have  not  shown  this  liberality,  the  courts  in  several  in- 
stances have  done  so.  The  United  States  Court  of  the  District  of 
Columbia  and  the  Court  of  Common  Fleas  of  Dauphin  County, 
Pennsylvania,  have  held  that  dividends  do  not  constitute  income 
and  are  not  therefore  subject  to  taxation. 

The  tendency  of  state  taxes  on  premiums  in  recent  years  has 
been  upward  in  both  the  United  States  and  Canada.  Thus  Ala- 
bama increased  the  tax  in  1908  from  one  to  two  per  cent ;  the  rate  in 
Virginia  has  been  increased  since  1911  from  one  to  two  and  one 
quarter  per  cent;  in  Quebec  a  rate  of  one  per  cent  was  changed  in 
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1906  to  one  and  three-quarters  per  cent.*  Similar  instances  could 
be  cited  in  great  number.  It  is  generally  conceded  that  a  tax  of  one 
per  cent  on  premiums  would  pay  all  costs  of  state  supervision  of  life 
insurance  companies.  The  states  have  therefore  departed  from  the 
original  purpose  of  the  premium  tax  and  are  using  it  as  a  means  of 
collecting  revenues  for  general  governmental  purposes.  This 
tendency  is  rightly  viewed  with  much  alarm  by  life  insurance 
officials,  since  the  main  reason  for  the  increasing  levies  seems  to  be 
the  ready  availability  of  life  insurance  funds  for  taxation  and  the 
ease  with  which  the  tax  is  collected. 

License  fees  paid  by  insurance  companies  for  the  right  to  do 
business  in  a  state,  for  the  right  of  each  agent  to  solicit,  for  the  filing 
of  reports,  and  the  like,  constitute  a  not  unimportant  source  of  state 
revenue  in  addition  to  premium  or  other  taxes. 

Very  few  states  have  passed  income  tax  laws,  hence  the  problem 
of  direct  taxation,  by  the  states,  of  an  individual's  insurance  pre- 
miums or  the  value  of  matured  policies  does  not  often  arise.  The 
Massachusetts  income  tax  law  makes  no  reference  to  life  insurance 
funds.  The  Wisconsin  law  allows  as  deductions  from  the  taxable  in- 
come of  individuals  "  all  insurance  ....  received  in  payment 
of  a  death  claim  by  an  insurance  company"  but  holds  endowments 
or  other  insurance  paid  to  the  insured  during  his  lifetime  to  be  tax- 
able on  the  excess  received  over  the  amount  paid  for  insurance.  The 
inheritance  tax-  law  of  Wisconsin,  however,  states  that  insurance 
payable  on  the  death  of  any  person  shall  be  considered  a  part  of  his 
estate  for  the  purposes  of  the  tax  and  shall  be  taxable  to  the  persons 
entitled  thereto.  A  direct  application  of  the  principle  of  taxing  all 
surplus  above  current  necessities  of  life  and  mimimum  insurance 
needs  is  difficult  with  these  laws.  While  the  Wisconsin  legislature 
has  apparently  considered  the  question  of  exemption  in  case  of  life 
insurance  funds,  this  consideration  has  not  been  based  on  an  ade- 
quate comprehension  of  the  issues  involved. 

State  taxes  on  life  insurance  funds  were  thus  assessed,  in  the 
beginning,  apparently  for  the  sole  purpose  of  paying  the  cost  of 
supervising  life  insurance  corporations.  Had  their  scope  never  been 
extended  beyond  this  point  it  is  doubtful  if  the  agitation  against  life 
insurance  taxation  would  have  occurred.  But  the  huge  assets  of  the 
*  These  facta  are  taken  from  an  article  by  James  M.  Craig  in  Transactions 
Actuarial  Society  of  America,   16:  1-7. 
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companies  have  been  an  open  book,  and  the  objections  raised  by 
insurance  officials  have  not  had  sufficient  political  effect  to  be  heeded. 
Hence  the  tendency  to  increase  these  assessments  has  continued  to 
the  present  time,. and  life  insurance  companies  are  paying  annually 
to  the  state  governments  large  sums  of  money  for  general  govern- 
mental purposes. 

Federal  taxes.  The  present  federal  income  tax  law  was  passed 
in  September,  1916.  Its  method  of  taxing  individuals  and  corpora- 
tions best  shows  the  extent  to  which  revenue  authorities  have 
grasped  the  significance  of  the  problem  of  dependency  and  old  age 
provision  with  reference  to  the  imposition  of  a  tax.  That  portion  of 
the  federal  law  which  refers  to  life  insurance  companies  provides  that 
"there  shall  be  levied  ....  upon  the  total  net  income  re- 
ceived ....  in  the  preceding  calendar  year  ....  by 
every  ....  insurance  company  ....  a  tax  of  two 
per  centum  upon  such  income."  "Net  income"  is  ascertained,  in 
the  case  of  a  life  insurance  company,  by  deducting  from  the  gross 
income  from  all  sources  (1)  all  ordinary  and  necessary  expenses; 
(2)  all  losses  (this  item  including  funds  necessary  to  satisfy  reserve 
requirements,  and  Bums  paid  during  the  year  on  policy  and  annuity 
contracts);  (3)  dividends  paid  or  credited  to  individual  policy- 
holders; and  (4)  taxes  "imposed  by  the  authority  of  the  United 
States,  or  its  territories,  or  possessions,  or  any  foreign  country,  or 
under  the  authority  of  any  state,  county,  school  district  or  munici- 
pality" except  those  assessed  against  local  benefits.  Here  is  a  tax 
imposed  by  federal  authority  for  general  government  purposes  on 
the  net  income  of  life  insurance  corporations,  a  definite  recognition 
of  the  fact  that  the  assets  of  these  companies  represent  funds  in  ex- 
cess of  the  minimum  requirements  for  life  insurance  and  old  age 
provision  for  their  individual  policyholders.  So  long  as  companies 
issue  policies  for  large  amounts,  aggregating  thousands  of  dollars,  to 
single  individuals  they  may  expect  that  no  defense  against  the  im- 
position of  such  a  tax  will  be  sustained.  Should  they  limit  the  size 
of  their  contracts  as  do  fraternal  companies  they  could  sustain  an 
excellent  plea  for  exemption  from  the  provisions  of  the  corporation 
tax.  So  far  as  is  known  to  the  writer,  the  life  insurance  companies 
did  not  oppose  serious  objections  to  the  imposition  of  this  tax. 

Section  407  of  the  1916  Act  imposes  an  excise  tax  on  "every  cor- 
poration, joint  stock  company  or  association     ....     organized 
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in  the  United  States  for  profit  and  having  a  capital  stock  repre- 
sented by  shares,  and  every  insurance  company  ....  organized 
under  the  laws  of  the  United  States  ....  equivalent  to  50  cents 
for  each  St, 000  of  the  fair  value  of  its  capital  stock,  and  in  estimating 
the  value  of  capital  stock  the  surplus  and  undivided  profits  shall  be 
included."  An  exemption  of  $99,000  is  allowed  from  the  capital 
stock  as  above  defined.  This  paragraph  further  states  that  "every 
corporation,  joint-stock  company  or  association,  or  insurance 
company  ....  organized  for  profit  under  the  laws  of  any 
foreign  country  and  engaged  in  business  in  the  United  States"  shall 
likewise  pay  an  excise  tax.  It  is  clear  that  a  mutual  life  insurance 
company  organized  in  a  foreign  country  is  exempt  from  the  provi- 
sions of  this  tax,  but  it  is  not  equally  clear  that  a  mutual  company 
organized,  in  the  United  States  is  bo  exempt;  for  the  section 
quoted,  referring  to  domestic  companies  reads  "Every  corporation 
.  .  .  .  organized  for  profit,  ....  and  every  insurance 
company."  The  tax  on  domestic  companies,  however,  is  upon  "the 
fair  average  value  of  the  capital  stock,"  and  not  upon  surplus  and 
undivided  profits.  It  is  difficult  to  see,  therefore,  how  mutual 
life  insurance  companies  can  be  taxed  under  this  section.  The  ex- 
cise tax,  in  this  case,  is  assessed  on  profits  available  to  stockholders. 
Incidentally,  this  tax  may  accelerate  the  movement  for  the  mutual- 
ization  of  all  life  insurance. 

The  federal  tax  on  individuals  applies  to  all  incomes  above 
$3,000,  or  in  the  case  of  married  persons,  $4,000.  The  statute  ought 
to  grant  a  further  exemption  of  income  used  for  the  purchase  of 
insurance  or  old  age  protection,  but  apparently  Congress  did  not 
consider  the  matter.  It  seems  strange  that,  with  all  the  pressure 
brought  to  bear  on  Congress  by  life  insurance  interests  prior  to  the 
passage  of  the  1913  law,  this  important  provision  was  not  included. 
Here,  if  anywhere,  was  the  opportunity,  by  a  proper  exemption,  to 
offer  the  greatest  encouragement  to  individuals  to  make  provision 
for  insurance  needs.  But  Congress  missed  its  opportunity  both  in 
1913  and  in  1916.  In  contrast,  one  of  the  conspicuous  features  of 
the  English  income  tax  law  grants  exemption  of  income  to  the  amount 
of  £100  if  spent  on  life  insurance  and  annuities. 

Special  consideration  is  given  to  life  insurance  funds  by  the 
income  tax  law  in  the  paragraph  exempting  from  the  tax  "the  pro- 
ceeds of  life  insurance  policies  paid  to  individual  beneficiaries  upon 
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the  death  of  the  insured"  and  "the  amount  received  by  the  insured, 
as  a  return  of  premium  or  premiums  paid  by  him  under  life  insur- 
ance, endowment,  or  annuity  contracts,  either  during  the  term  or  at 
the  maturity  of  the  term  ....  or  upon  the  surrender  of  the 
contract."  The  latter  of  the  two  quotations  represents  a  change 
from  the  law  of  1013  which  exempted  "payments  made  by,  or 
credited  to  the  insured,  on  life  insurance,  endowment,  or  annuity 
contracts,  upon  the  return  thereof  to  the  insured  at  the  maturity 
of  the  term  mentioned  in  the  contract,  or  upon  surrender  of  the 
contract."  The  sections  quoted  apparently  intend  to  exempt  from 
taxation  all  life  insurance  paid  to  beneficiaries  at  the  death  of  the 
insured;  and  all  insurance  endowments  or  annuities  paid  to  the 
insured,  in  so  far  as  the  latter  represent  a  "return  of  premium  or 
premiums."     Another  section  of  the  law  states  that  "All  persons, 

firms and    insurance    companies     ....     having 

the  control,  ....  or  payment  of  interest an- 
nuities ....  or  other  fixed  or  determinable  annual  or  peri- 
odical gains,  profits  and  income  of  another  person,  exceeding  {3,000 
for  any  taxable  year  ....  are  ....  required  to 
deduct,  and  withhold  ....  such  sum  as  will  be  sufficient  to 
pay  the  normal  tax  imposed."  The  question  now  arises  whether  an 
annuity  exceeding  93,000  to  a  single  person,  or  an  installment  pay- 
ment  of  like  amount,  is  subject  to  income  tax  before  payment. 
The  1916  law  must  be  interpreted  largely  on  the  basis  of  the  rulings 
made  by  the  Treasury  Department  under  the  law  of  1913,  since  the 
first  returns  under  the  new  statute  are  not  due  until  March  1,  1917. 
In  reply  to  inquiries  concerning  the  taxation  of  gold  bonds,  contin- 
uous installment  contracts,  and  ordinary  policies  settled  under  op- 
tions 2  and  3  of  the  New  York  contract  the  revenue  authorities 
ruled*  that  "the  proceeds  of  insurance  policies  paid  pursuant  to 
contract  are  held  not  to  be  taxable  in  the  hands  of  the  beneficiaries, 
hence  in  the  payment  of  such  proceeds,  whether  the  same  be  in  a 
lump  sum  or  in  installments,  at  the  death  of  the  insured,  on  a  ma- 
tured policy  or  as  annuities,  no  withholding  of  the  tax  is  required." 
A  later  ruling  of  the  Treasury  Department  (T.  D.  No.  2152,  Feb.  12, 
1913)  states  that  "The  amount  paid  under  a  life  insurance,  endow- 

1  Quoted  from  an  article  by  John  8.  Thompson  on  "Income  Tax  on  Annuities" 
in  Transaction*  Actuarial  Society  of  America,  IS:  95-108.  The  render  is  referred 
eipooimlly  to  tbi«  paper  for  a  full  disouasion  of  the  rulings. 
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meat,  or  annuity  contract  is  not  income  when  returned  to  the  person 
making  the  contract''  either  upon  the  maturity  or  the  surrender  of 
the  contract;  but  the  amount  by  which  the  sum  received  exceeds 
the  sum  paid  and  coming  into  the  hands  of  the  person  making  the 
contract  and  payment  is  income." 

The  writer,  being  in  doubt  as  to  the  interpretation  of  these 
rulings,  addressed  an  inquiry  to  the  Commissioner  of  Internal  Reve- 
nue and  received  the  following  reply  on  January  11, 1917: 

The  Federal  Income  Tax  L*w  of  September  8, 1916  does  not  impose 
a  .tax  on  the  proceeds  of  a  life  insurance  polio;  paid,  on  the  death  of  the 
insured,  to  an  individual  beneficiary,  whether  paid  as  a  lump  sum  or  in 
installments. 

In  a  case  where,  under  the  terms  of  an  endowment,  or  other  form  of 
life  insurance  policy,  the  insured  receives  upon  maturity  of  the  contract 
the  face  value  of  the  policy  with  or  without  accumulations,  the  difference 
between  this  amount,  plus  all  other  amounts  of  income  received  on  the 
•  policy  during  its  life,  and  the  aggregate  amount  of  premiums  paid,  consti- 
tutes taxable  income  which  should  be  included  in  any  personal  return  the 
individual  may  be  required  to  render  for  the  year  during  which  the  final 
proceeds  of  the  polioy  are  received. 

If  under  the  terms  of  a  matured  insurance  policy,  the  insured  re- 
ceives annual  payments  of  income,  they  need  not  be  returned  for  Federal 
income  tax  purposes  until  the  aggregate  amount  of  such  payments 
received  equals  the  amount  of  premiums  paid.  In  short,  the  amount  by 
which  the  proceeds  received  by  the  insured  on  a  life  insurance  policy 
exceeds  the  actual  cost  of  a  policy  to  him  constitutes  taxable  income  in 
his  hands. 

According  to  these  decisions,  insurance,  endowment  or  annuity 
contracts  paid  to  beneficiaries  upon  the  death  of  the  insured  are  not 
taxed  at  all,  no  matter  whether  paid  in  a  lump  sum,  in  installments, 
or  as  a  life  annuity;  but  like  contracts  paid  to  the  insured  are  taxed 
on  the  amounts  received  in  excess  of  the  purchase  money.  Thus,  an 
annuity  for  110,000  purchased  at  a  cost  of  $100,000  by  a  person  for 
himself  is  not  taxed  until  after  ten  payments  of  $10,000  have  been 
made.  Thereafter,  it  is  taxed  as  any  other  income  of  $10,000.  An 
endowment  for  $100,000  face  value  enables  the  company  to  pay  the 
insured  ten  annual  installments  of  $11,300.  No  tax  is  assessed 
against  these  installments  until  the  insured  has  received  $100,000  in 
full;  the  remaining  payments  are  taxed  the  same  as  other  income. 

It  was  for  the  inclusion  of  these  paragraphs  in  the  law,  exempt- 
1  The  italics  were  not  in  the  original. 


,y  Google 


Taxation  of  Life  Insurance  JJunds  137 

ing  the  proceeds  of  life  insurance  policies  from  the  income  tax,  that 
the  insurance  companies  fought  bo  hard  in  1913.  Of  the  desirability 
of  exempting  such  proceeds  from  the  tax,  when  paid  in  a  lump  sum  in 
full  settlement  of  the  contract  there  can  be  no  question.  As  previ- 
ously stated,  this  fund  should  be  taxed  only  as  an  inheritance.  But 
for  the  illogical  distinctions  between  policies  paid  to  the  insured  and 
policies  paid  to  beneficiaries;  or  between  income  representing  a  re- 
payment of  purchase  money  and  income  beyond  this  amount,  in  the 
case  of  installments  or  annuities,  there  is  not  adequate  justification. 
The  distinction  that  requires  emphasis  is  between  small  incomes  and 
large;  between  the  income  that  just  satisfies  the  demands  of  a  de- 
cent standard  of  living,  and  the  income  far  in  excess  of  this  amount. 
Relief  granted  from  the  income  tax  should  not  be  a  means  of  escape 
from  taxation  by  persons  of  great  wealth;  but  under  the  present 
law,  as  interpreted,  it  is  just  that.  It  matters  not  how  great  the 
amount  of  the  annuity,  if  paid  to  a  beneficiary  it  is  not  taxed;  and 
if  paid  to  the  insured  it  escapes  taxation  for  a  number  of  years.  An 
annuity  is  an  income  for  life;  it  involves,  in  the  words  of  an  English 
court,*  "the  conversion  of  capital  into  income  and  reasonably 
enough,  when  the  buyer  -placet  himselj  in  thai  position  the  Act  taxes 
him;  he  is  taken  at  his  word,  he  has  got  an  income  secured  in  the  way 
mentioned."  Such  might  better  be  the  interpretation  of  the  Ameri- 
can Act.  The  claim  for  the  exemption  of  insurance  funds  from  in- 
come taxation  is  based  on  the  eminently  just  grounds  that  adequate 
provision  for  necessary  insurance  needs  should  be  encouraged.  Let 
the  law  not  then  be  used  as  a  means  of  evasion  by  those  who  "have 
ability  to  pay."  In  their  eagerness  to  grant  necessary  and  proper 
relief  to  policyholders,  life  insurance  officials  have  been  caught  in 
a  dangerous  position  by  this  provision  of  the  law.  Their  only 
safety  lies  in  a  thorough  analysis  of  necessary  life  insurance  needs 
and  in  a  demand  that  special  consideration  be  given  to  persons  who 
meet  those  needs  by  the  expenditure  of  their  personal  incomes. 

Summary  of  Federal  and  State  Taxation 

The  federal  tax  law  thus  has  its  weakness  and  its  strength  in 

the  way  it  meets  the  requirements  of  a  scientific  tax  on  life  insurance 

funds.    The  tax  on  the  income  of  life  insurance  corporations  is 

•  Secretary  of  State  for  India  w.  Scoble  (1903)  4  Tax  Cm.  622,  per  Mathew, 

L.  J.,  quoted  in  Pratt  and  Redman's  Income  Tax  Law  (ed.  1910),  p.  156. 
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based  on  the  indisputable  fact  that  their  assets  reflect,  in  the  case 
of  many  policyholders,  more  than  a  liberal  minimum  provision  for 
life  insurance  needs;  the  excise  tax  is  levied  only  on  the  capital 
stock  of  corporations  for  profit,  and  does  not  affect  purely  mutual 
companies.  From  neither  of  these  levies  is  there  any  logical  escape. 
The  income  tax  on  individuals  presents  the  weak  side  of  the  law  in 
its  most  pronounced  form.  It  offers  no  relief  from  the  tax  for  in- 
come spent  on  insurance  and  annuities  and  thereby  fails  to  give 
desirable  encouragement  for  supplying  these  socially  important 
needs;  and  in  the  relief  which  it  grants  to  persons  in  receipt  of  the 
proceeds  of  insurance  policies  it  violates  the  necessary  distinction 
between  large  and  small  incomes,  and  opens  the  way  for  evasion 
of  taxation  by  persons  of  wealth  who  invest  large  sums  in  insurance 
or  annuity  contracts.  ' 

State  taxes  are  equally  unscientific  in  their  incidence  on  life 
insurance.  The  easy  solution,  to  allow  the  states  to  collect  taxes 
equal  to  the  cost  of  supervision  and  to  retain  all  general  taxation 
for  the  federal  government,  neglects  the  fact  that  the  states  are 
already  taxing  the  companies  in  amounts  far  greater  than  the  cost  of 
supervision,  that  they  will  not  relinquish  their  present  hold  on  the 
companies,  and  that  they  are  performing  general  governmental 
functions  in  only  lesser  degree  than  the  federal  government.  It 
would  be  desirable,  were  it  possible,  for  the  states  to  confine  license, 
premium  and  asset  taxation  to  the  payment  of  supervision  costs  and 
to  use  income  and  inheritance  taxes  for  gene-al  taxation  purposes. 
This  would  give  greater  opportunity  than  exists  under  the  present 
system  to  introduce  scientific  tax  methods. 

The  Taxation  of  Life  Insubancb  in  England 
English  practice  in  the  taxation  of  incomes  furnishes  points  of 
contrast  and  points  of  similarity  to  the  situation  in  the  United 
States.  Life  insurance  companies  in  England  are  taxed  upon  their 
"  profits  or  gains"  and  these  may  be  assessed  upon  "  trade  profits"  or 
upon  interest  on  investments.  The  Crown  has  the  right  to  elect 
under  which  method  to  assess,  and  usually  selects  the  latter  as  most 
profitable  because  of  the  large  reserves  held.  The  assessment  on 
trade  profits  is,  of  course,  possible  only  with  stock  companies,  since 
the  members  of  mutual  companies  do  not  trade  between  themselves. 
Trade  profits  may  include  the  dividends  paid  on  participating  poli- 
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cies,  but  where  the  tax  is  levied  on  the  investment  income  of  a  mutual 
company  no  part  of  the  surplus  accruing  from  premiums  is  taxable 
(Last  v.  London  Assur.  Corp'n  1885,  10  App.  Cas.  438;  Equit. 
Life  Assur.  Soc.  of  U.  S.  v.  Bishop  1900, 1  Q.  B.  177;  New  York  Life 
Ins.  Co.  v.  Styles  1889,  14  App.  Cas.  381).  The  English  method  of 
taxing  the  income  of  companies  is  thus  similar  to  the  American,  with 
the  exception  that  the  latter  does  not  tax  dividends  in  any  case. 

The  English  law  furnishes  its  great  contrast  to  ours  in  the 
method  of  taxing  individual  incomes.  In  addition  to  complete 
relief  for  incomes  under  £130  and  a  sliding  scale  tax  for  incomes  from 
£130  to  £700,  an  allowance  is  made  for  life  insurance  premiums. 
It  covers  annual  premiums  paid  by  the  insured  for  insurance  or 
deferred  annuities  on  his  life  or  the  life  of  his  wife;  and  the  annual 
sums  paid  by  a  person  or  deducted  from  his  salary  under  any  act 
of  Parliament  for  a  deferred  annuity  for  his  widow  or  for  provision 
for  children  after  his  death.  Three  limits  are  Bet  to  the  amount 
of  income  thus  exempt  from  tax — premiums  up  to  one-sixth  of  his 
income;  premiums  up  to  seven  per  cent  of  the  sum  insured;  and 
premiums  not  totalling  more  than  £100.  The  last  two  limitations 
'  form  part  of  the  Finance  Act  of  1915.  With  complete  personal 
exemption  for  all  incomes  up  to  £130,  the  English  Act  thus  allows 
additional  relief  to  £100,  if  spent  on  necessary  life  insurance  pro- 
tection. The  method  of  relating  this  relief  to  needs  (covering  pro- 
tection to  self,  wife  or  dependent  children)  is  noteworthy.  Were 
the  American  Act  to  do  the  equivalent,  on  the  basis  of  the  (4,000 
exemption  for  married  men,  it  would  enable  them  to  spend  nearly 
$3,100  more  in  insurance  premiums  before  they  were  taxed. 

The  term  "annuity"  is  used  with  many  different  meanings  in 
the  English  Act  and  in  court  decisions.  Thus  annuities  purchased 
are  distinguished  from  annuities  by  will  or  settlement,  or  annuities  in 
the  nature  of  a  pension.  The  latter  two  classes  are  taxed  to  their 
full  amount  as  income.  The  word  "annuity"  in  the  former  case 
is  sometimes  used  in  an  ambiguous  sense :  it  may  represent  the  re- 
payment of  a  debt  by  installments,  or  the  conversion  of  capital 
into  income.  In  a  much  quoted  decision  in  which  this  distinction 
is  made,  this  statement  appears:  "  An  annuity,  in  the  ordinary  sense 
of  the  word,  means  the  purchase  of  an  income.  It  generally  involves 
the  conversion  of  capital  into  income,  and  reasonably  enough,  when 
the  buyer  placet  himself  in  that  position  the  act  taxes  him;   he  is 
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taken  at  bis  word,  he  has  got  an  income  secured  in  the  way  men- 
tioned.'" This  decision  unquestionably  covers  annuities  pur- 
chased from  life  insurance  companies,  and  in  conformity  with  it, 
such  annuities  are  taxed  in  England  in  the  same  way  as  other 
income. 

In  its  taxation  of  personal  incomes  the  English  law  thus  stands 
in  striking  contrast  to  our  own;  for  it  allows  the  holders  of  large 
annuity  contracts  no  opportunity  to  evade  their  just  share  of  tax 
burdens,  and  it  tends  to  encourage  the  purchase  of  insurance  pro- 
tection by  those  who  need  it. 

■Secretary  of  State  for  India  o.  Scobfe  1903,  4  Tax  Cas.  622,  quoted  bom 
Pratt  &  Redinan'H  Income  Tax  Law  (ed.  1918),  p.  156. 
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FIVE  YEARS  OF  PROGRESS  IN  DISABILITY 
PROTECTION 

By  Bruce  D.  Mcdgbtt,  Ph.  D., 

Instructor  in  Insurance,  Wharton  School  of  Finance  and  Commerce, 

University  of  Pennsylvania. 

The  disability  clause  furnishes  one  of  the  most  astonishing 
developments  of  recent  life  insurance  history.  Its  phenomenal 
success  is  indicative  of  a  service  rendered  to  policyholders  of  such 
real  value  that  it  cannot  lightly  be  disregarded.  It  is  perfectly  true 
that  novelties  enter  the  life  insurance  contract,  and  the  disability 
clause  has  been  one ;  but  many  of  the  most  substantial  provisions  of 
that  contract  have  at  some  time  been  novelties.  That  they  have 
endured  proves  them  to  have  been  of  real  worth.  If  this  be  the 
character  of  the  disability  clause,  there  must  be  a  definite  need  for 
the  protection  it  offers  and  it  will  be  perfected  until  the  insurance 
it  furnishes  is  adequate.  As  a  policy  "trimming,"  its  coverage  has 
been  more  or  less  haphazard;  in  its  more  recent  developments, 
however,  there  is  discernible  a  tendency  to  make  a  sound  insurance 
measure  of  it. 

The  risk  of  disability  is  just  as  real  and  the  consequences  of  its 
occurrence  may  be  as  disastrous  as  death  or  old  age.  No  man  fully 
conscious  of  the  hazards  of  life  can  safely  undertake  responsibilities 
which  it  will  require  years  of  income  earning  to  satisfy  without 
making  provision  by  life  insurance  for  the  cessation  of  that  income 
at  his  death,  just  as  no  sane  man  would  think  of  operating  a  large 
industrial  plant  without  fire  insurance.  Expressed  in  terms  of  its 
consequences,  therefore,  the  hazard  he  faces  is  cessation  of  income. 
Now,  income  may  stop  because  of  death  or  old  age;  and  it  may  also 
stop  because  of  permanent  and  total  disability.  Still  other  disasters 
might  overtake  one  and  cause  a  cessation  of  earning  power.  For 
instance,  there  is  sickness  or  unemployment.  But  because  the 
last  two  are  temporary  in  character  they  do  not  have  the  same 
importance  as  a  catastrophe  from  which  there  is  no  recovery. 

Since,  then,  the  regular  life  insurance  contract  furnishes  pro- 
tection against  the  cessation  of  income  through  death  or  old  age, 
the  proceeds  of  life  insurance  should  be  available  only  when  these 
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hazards  occur,  granted  there  is  the  necessary  connection  between 
needs  to  be  satisfied  and  the  amount  of  insurance  carried.  Disabil- 
ity protection  to  be  adequate,  therefore,  should  not  encroach  upon 
the  "death  fund,"  but  should  fill  the  income  gap  between  the  time 
of  disability  and  the  time  of  death.  That  protection  of  this  nature 
is  not  furnished  in  any  way  outside  of  the  life  insurance  contract  is 
well  known.  The  personal  accident  insurance  companies  give 
total  disability  protection  but,  with  few  exceptions,  it  is  given  in 
one-year  term  contracts,  renewable  only  at  the  option  of  the  insurer. 
A  greater  objection  to  these  contracts  is  the  fact  that  to  obtain  the 
required  protection  against  loss  of  income  by  total  disability  it  is 
necessary  to  purchase  so  many  "trimmings"  that  the  contract 
becomes  top-heavy.  With  permanent  disability  protection  there 
goes  protection  against  death  and  against  all  sorts  of  temporary  ilk, 
many  of  them  important,  to  be  sure.  The  death  coverage  is  a 
duplicate  of  the  life  insurance  protection  and  the  temporary  dis- 
abilities are  not  in  a  class  with  the  important  permanent  ones. 
Hence  it  is  not  surprising  that  the  disability  clause,  which  first  ap- 
peared as  a  frill  in  the  life  insurance  contract,  has  begun  gradually 
to  lose  its  decorative  character  and  to  take  on  the  appearance  of  a 
real  insurance  measure. 

The  developments  of  the  last  five  years  are  little  short  of 
phenomenal.  The  writer  made  a  previous  study  of  the  disability 
clause,  based  on  contracts  used  in  1912,1  which  on  the  whole 
revealed  tendencies  of  growth,  but  which  in  far  too  many  cases 
revealed  conditions  uncomplimentary  to  life  insurance.  Many 
clauses  were  frankly  adopted  as  talking  points  for  agents;  some 
were  trimmings  of  such  filmy  character  as  to  appear  to  offer  much 
but  give  little;  and  a  few,  under  the  guise  of  benefits,  actually  took 
from  the  insured  what  was  rightfully  his  at  death. 

In  this  short  period  of  five  years  no  less  than  twenty-six  com- 
panies have  revised  their  clauses,  almost  without  exception  for  the 
better;  and  forty-seven  entirely  new  clauses  have  entered  the  field. 
Of  the  latter,  twelve  are  from  companies  organized  since  January  1, 
1912,  eight  from  those  organized  prior  to  1870.  That  old,  long 
established  companies  introduce  the  clause  indicates  that  it  has 
1  "The  total  Disability  Provision  in  American  Life  Insurance  Contract*," 
Supplement  to  The  AimaU  of  The  American  Academy  of  Political  and  Social  Seionct, 
May,  1916. 
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value,  otherwise  they  could  meet  competition  without  it.  Some  of 
the  older  companies  have  adopted  it  reluctantly,  and  only  after 
great  pressure  from  their  agency  force. 

The  character  of  the  new  clauses  and  of  the  changes  made  in 
the  older  clauses  is  indicative  of  the  direction  of  development,  and 
the  tendency  in  both  cases  has  been  toward  greater  liberality  to  the 
insured,  and  greater  conformity  to  standards  of  practice  generally 
accepted  as  sound. 

Aqk  Limits 
In  the  discussions  of  the  disability  clause  among  actuaries  there 
has  been  general  agreement  that  available  data  for  the  measurement 
of  the  risk  was  trustworthy  to  age  sixty,  and  the  majority  of  the 
older  clauses  gave  benefits  only  for  disability  occurring  prior  to  that 
age.  Among  recent  changes,  two  companies-have  reduced  their  age 
limit  from  sixty-five  and  seventy,  respectively,  to  sixty;  while 
another  has  raised  the  limit  from  fifty-five  to  sixty.  In  one  case  an 
age  limit  of  eighty  was  removed  and  benefits  allowed  for  disability 
at  any  time.  Of  the  forty-seven  new  clauses,  forty-four  fix  the  age 
limit  at  sixty. 

The  Definition  or  Disability 
The  scope  of  the  term  "disability"  is  all  important  with  refer- 
ence to  the  coverage  furnished  by  the  clause.  Disability  may  be 
defined  with  reference  to  one's  occupation  or  with  reference  to  the 
cause  which  produces  it.  In  the  previous  study  referred  to  it  was 
stated  that  no  clause  defines  disability  with  reference  to  the  occupa- 
tion of  the  insured;  but  in  order  to  obtain  benefits  one  must  be  so 
incapacitated  as  to  be  unable  to  perform  the  duties  of  any  occupa- 
tion. No  exception  to  this  rule  yet  exists.  One  is  inclined,  how- 
ever, on  considering  the  causes  of  disability,  to  conclude  that  most 
disability  which  prevents  the  performance  of  the  duties  of  one  occu- 
pation will  equally  prevent  the  performance  of  any  work  whatever; 
for  the  large  majority  of  cases  are  caused  by  tuberculosis,  insanity, 
paralysis,  cancer  and  accident.  In  this  connection,  recently  pub- 
lished experience  on  the  first  390  cases  approved  by  the  New  York 
Life  Insurance  Company  is  interesting:  * 

'  Quoted  from  The  Spectator,  Nov.  9,  1916,  p.  67. 
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Cause  or  Disabilttt  Number  or  Came 
Tubercukwa  165 

Insanity  102 

Paralysis  28 

Accident  21 

Can  cere  and  tumors  IS 

Other  causes: 


Heart  trouble 
Blindness 
Goitre 
Diabetes,  etc. 

Total  890 

If  it  be  true  that  disability  with  reference  to  one  occupation 
will  be  disability  with  reference  to  all  occupations  in  most  cases,  the 
risk  is  well  covered  by  the  present  clauses.  Furthermore,  the  added 
cost  of  covering  the  broader  definition  will  be  slight  and  it  may  be 
expected  that  clauses  will  be  so  iseued  as  soon  as  the  companies  have 
had  sufficient  experience  to  justify  the  truth  of  the  assumption. 

The  majority  of  clauses  existing  prior  to  1912  covered  disability 
caused  by  "bodily  injury  or  disease"  or  "from  any  cause  whatso- 
ever." Fifteen  cases  of  narrower  scope  were  found  at  that  time. 
Of  these  one  has  since  joined  the  majority.  Of  the  forty-seven  new 
clauses  but  three  have  restricted  their  definitions,  two  of  them 
making  an  exception  of  insanity.  The  data  above  show  its  impor- 
tance. The  third  company  covers  total  disability  arising  from  a  few 
specially  enumerated  cases  of  accident.  While  even  three  excep- 
tions are  to  be  regretted,  they  represent  but  6  per  cent  of  the  new 
clauses  as  compared  with  12  per  cent  of  the  clauses  in  1912. 

A  restriction  of  different  character  in  the  scope  of  disability  has 
recently  appeared  in  five  cases,  in  the  refusal  to  give  benefits  for 
disability  due  to  military  or  naval  service  in  time  of  war.  It  may 
even  seem  surprising  that  it  has  not  appeared  oftener,  in  view  of  the 
present  war. 

Benefits 

Among  the  most  commendatory  changes  that  have  occurred 
in  the  last  five  years  in  disability  clauses,  the  gradual  liberalizing 
of  the  benefits  granted  is  easily  of  first  importance.  There  seems 
to  have  been  a  very  definite  growth  in  conception  of  the  purpose  of 
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the  clause  in  the  life  insurance  contract.  Starting  with  the  idea 
that  disability  would  cause  a  cessation  of  earning  power  and  thus 
possibly  compel  the  lapse  of  insurance  that  is  carried  by  yearly  pay- 
ments from  income,  attention  was  first  directed  to  a  benefit  that 
would  keep  the  insurance  in  force.  The  waiver  of  premiums,  or 
their  payment  by  the  company  during  the  period  of  total  and  per- 
manent disability,  was  the  result.  But  it  was  soon  apparent  that 
this  worthy  end  was  not  sufficient,  that  it  did  not  replace  the  lost 
earning  power  of  the  insured.  So  the  next  modification  came,  in 
the  form  of  immediate  maturity  of  his  policy  upon  the  occurrence 
of  disability,  instead  of  requiring  him  to  wait  till  death  or  the  end  of 
an  endowment  term  to  receive  its  value.  Many  policies  thus  mature 
today  and  are  paid  to  the  insured  in  ten  or  twenty  annual  install- 
ments, or  even  better  in  aome  cases  in  monthly  installments  over 
the  same  term  of  years. 

But  even  this  benefit  has  not  replaced  the  lost  earning  power 
of  the  insured.  His  insurance  is  carried  for  the  purpose  of  satisfying 
his  responsibilities  to  others  in  case  of  his  prematura  death  and,  if 
properly  based  on  such  needs,  is  not  intended  to  supply  his  own  per- 
sonal wants  while  living.  It  is  the  same  with  endowments  intended 
for  old  age  provision:  if  they  are  drawn  upon  before  he  reaches  the 
age  of  retirement,  he  increases  to  that  extent  the  possibility  of  old 
age  dependency.  So,  the  protection  needed  by  the  insured  against 
permanent  and  total  disability,  whether  it  shall  be  given  by  the 
disability  clause  or  not,  is  such  as  will  maintain  his  insurance  in 
force  unimpaired,  and  at  the  same  time  will  replace  his  lost  income 
and  enable  him  to  supply  his  personal  wants  and  his  continuing 
responsibility  to  others.  Many  persons  today  feel  that  this  is  too 
much  to  expect  from  the  disability  clause.  While  admitting  the 
need  of  such  protection,  they  maintain  that  the  risk  is  separate  and 
distinct  from  the  life  insurance  risk  and  should  be  covered  in  a 
separate  contract. 

The  growing  tendency  of  the  last  five  years  is  reflected  not  so 
much  in  the  fact  that  the  third  type  of  benefit  is  given  in  three 
clauses  but  that  among  the  revised  clauses  as  well  as  the  new  ones, 
benefits  generally  have  a  larger  dollars  and  cents  value  than  they 
had  five  years  ago.  An  examination  of  the  various  changes  shows 
this  clearly. 
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W  nicer  of  Premiums 

The  waiver  of  premiums  continues  as  the  benefit  given  in  the 
majority  of  cases.  Among  the  new  clauses  twenty-five  grant  it 
alone;  thirteen  allow  choice  between  it  and  installment  benefits; 
four  of  the  old  clauses  have  dropped  their  installment  option  and 
offer  only  the  waiver  benefit. 

The  main  question  arising  here  is  whether  the  insured  will  con- 
tinue to  receive  dividends  in  case  he  has  a  participating  policy. 
Prior  to  1912  nine  clauses  clearly  stated  that  dividends  would 
continue  after  disability.  Two  of  the  older  clauses  have  since  been 
changed  to  conform  to  this  practice.  Of  eighteen  new  clauses  issued 
by  participating  companies  which  give  the  waiver  of  premiums  as  a 
separate  benefit,  six  have  stated  that  dividends  will  continue  to  be 
paid.     This  is  a  remarkably  large  proportion  as  compared  with  1912. 

Though  disability  must  occur  prior  to  age  sixty  in  order  regu- 
larly to  obtain  full  waiver  or  installment  benefits,  the  insured  is  not 
always  left  entirely  unprotected  thereafter.  The  company  may 
permit  the  cessation  of  premium  payments  by  the  insured,  but  hold 
them  as  a  lien  against  the  policy  or  reduce  the  amount  of  insurance 
in  force.  A  few  companies  followed  this  practice  prior  to  1912; 
since  then  five  old  and  ten  new  clauses  have  granted  this  option. 
The  practice  of  using  such  premiums  to  reduce  the  amount  of  insur- 
ance in  force  is  more  liberal  than  holding  them  aa  a  hen  against  the 
reserve  value  of  the  policy.  It  was  followed  by  one  company  in 
1912;  seven  do  so  at  the  present  time. 

Payment  of  the  Policy  in  Installments 
Where  the  policy  is  paid  in  installments  after  total  disability, 
the  amount  of  the  benefit  may  be  determined  in  one  of  two  ways. 
The  company  may  consider  the  policy  fully  matured  for  its  face 
value,  the  same  as  though  death  had  occurred.  In  this  case  the 
insured  has  available,  on  a  $1,000  policy,  $1,000  iu  present  cash 
value;  if  the  benefit  is  payable  in  ten  or  twenty  installments, 
the  amount  of  each  installment  will  be  more  than  $100  or  $50, 
respectively,  since  the  company  will  give  credit  for  interest  earned 
on  funds  still  unpaid.  On  a  3  J  per  cent  interest  basis,  for  instance, 
ten  installments  of  $116  each  or  twenty  installments  of  $68  each  may 
be  paid.    On  the  other  hand,  the  company  may  consider  that  $1,000 
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in  all  shall  be  paid  and,  instead  of  waiting  for  death,  installments 
may  begin  at  once.  Twenty  installments  of  $50  each  or  ten  of  $100 
may  thus  be  paid.  It  is  apparent,  however,  that  this  is  equivalent 
to  considering  the  policy  matured,  not  for  $1,000  present  value,  but 
for  the  present  value  of  $1,000  payable  in  ten  or  twenty  installments, 
an  equivalent  of  $861  or  $736  respectively,  on  a  3J  per  cent  interest 
basis.  If  a  policy  is  paid  in  installments,  therefore,  the  company 
may  give  a  value  equivalent  to  $736  immediate  cash,  or  $861  or 
$1,000. 

The  tendency  of  the  changes  made  since  1912  in  installment 
benefits  reflects  very  clearly  the  liberalising  of  these  benefits.  Three 
companies  have  changed  their  installment  benefits;  two  which 
earlier  gave  the  face  value  in  twenty  installments  have  changed  to 
ten;  they  have  replaced  a  value  of  $736  with  one  of  $861.  One 
company  which  gave  two-thirds  of  the  sum  insured  in  twenty  install- 
ments followed  by  a  life  annuity  has  changed  to  ten.  The  present 
value  of  the  installments  certain  was  $401 ;  the  value  of  the  annuity  is 
undeterminable  at  present,  but  from  the  best  evidence  is  small.  The 
value  of  the  new  benefit  is  unquestionably  greater  than  the  old. 

Seven  clauses  which  originally  granted  only  the  waiver  of  pre- 
miums have  now  added  installment  benefits  and  nineteen  of  the 
new  clauses  contain  them.  Of  these  twenty-six  companies,  ten 
grant  the  twenty  installment  benefit,  ten  the  ten  installments,  two 
grant  monthly  payments  of  $  per  cent  and  1  per  cent  of  the  sum 
insured  for  two  hundred  and  one  hundred  months,  respectively. 
Four  companies  give  a  value  equivalent  to  $1,000  cash  at  the  time  of 
disability.  This  latter  benefit  was  first  introduced  by  the  Traveler's 
Insurance  Company  in  October,  1013;  the  fact  that  it  is  now  given 
by  four  other  companies,  namely,  the  Prudential,  the  Union  Central, 
the  Northern  Assurance  Company  of  Michigan  and  the  Protective 
League  is  significant  of  the  tendency  toward  more  liberal  benefits. 
The  Prudential  and  Union  Central  clauses  are  especially  commend- 
able because  of  the  latitude  allowed  in  selection  of  the  mode  of 
payment.  The  Prudential  benefit  may  be  paid  monthly,  quarterly, 
semi-annually  or  annually.  The  Union  Central  allows  the  policy 
to  be  paid  after  disability  in  accordance  with  the  terms  of  the  regular 
settlement  options. 
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Installment  Benefits — Method  of  Handling  Indebtedness 
The  methods  of  determining  the  amount  of  disability  benefit 
in  case  indebtedness  exists  on  the  policy  likewise,  show  a  tendency 
toward  greater  liberality.  Many  of  the  earlier  clauses  made  no 
reference  to  indebtedness,  some  made  its  repayment  a  condition 
precedent  to  the  receipt  of  benefits  or  barred  them  entirely;  some 
reduced  the  amount  of  the  installment  in  the  proportion  that  the 
indebtedness  bore  to  three-fourths  of  the  sum  insured.  The  most 
liberal  clauses  either  reduced  installments  in  the  proportion  that 
indebtedness  bore  to  the  entire  amount  insured,  or  reduced  the 
number  of  installments.  In  the  one  case,  for  instance,  the  install- 
ment would  be  one-tenth  of  the  amount  insured  less  indebtedness ; 
in  the  other,  one-tenth  the  amount  insured.  In  the  first  case  ten 
such  installments  would  be  paid;  in  the  second  they  would  continue 
until  the  payments  plus  the  indebtedness  equalled  the  face  value  of 
the  policy  and  would  necessarily  be  less  then  ten  full  payments. 

In  thirty  companies  that  have  introduced  or  changed  the  install- 
ment benefit  recently,  seven  have  made  no  provision  for  indebted- 
ness; sixteen  have  followed  one  of  the  two  especially  liberal  plana 
described  above. 

Payment  of  Separate  Disability  Annuity 
The  acme  of  disability  protection  to  date  has  been  reached  by 
three  clauses,  those  of  the  Penn  Mutual  Insurance  Company  of 
Philadelphia,  the  Germania  Life  Insurance  Company  of  New  York 
City,  and  the  Equitable  Life  Insurance  Company  of  Iowa.  These 
companies  have  broken  all  prior  traditions  concerning  the  place  of 
the  clause  in  a  life  insurance  contract  by  giving  the  insured  a  straight 
disability  annuity  and  maintaining  [his  [insurance  unimpaired.  In 
two  cases  the  annuity  is  payable  monthly  and  is  thus  especially  fitted 
to  the  needs  of  a  disabled  man  whose  income  is  his  only  source  of 
support.  All  three  clauses  waive  the  payment  of  premiums  upon 
the  occurrence  of  disabilty  prior  to  age  sixty;  the  Penn  Mutual  and 
the  Equitable  begin  the  payment  of  a  monthly  annuity  equal  to 
one-one  hundred  and  twentieth  of  the  face  value  of  the  policy,  and 
the  Germania  annuity  is  one-tenth  of  the  face  value,  payable 
annually. 

There  are  two  slight  differences  in  the  provisions  of  these 
clauses.     In  the  event  of  disability  after  age  sixty  the  Penn  Mutual 
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and  the  Gennania  allow  the  premiums  to  be  waived  and  to  reduce 
the  amount  of  insurance  in  force;  the  Equitable  clause  gives  no 
benefit  after  this  age.  In  case  the  disability  does  not  prove  to  be 
permanent  the  first  two  clauses  reinstate  the  policy  without  deduc- 
tions upon  the  resumption  of  premium  payments;  the  Equitable 
clause  reduces  the  face  of  the  policy  by  the  amount  of  disability 
payments  made  and  reduces  the  future  premiums  proportionately. 
The  commendation  which  these  three  clauses  deserve  cannot  be 
stated  too  highly.  They  furnish  the  first  instance  where  a  man 
may  obtain  complete  protection  against  the  risk  of  total  and  perma- 
nent disability,  in  the  same  sense  that  the  life  contract  gives  com- 
plete protection  against  death.  The  earlier  study  referred  to  in 
these  pages  was  closed  by  expressing  the  hope  that  some  life  insur- 
ance company  would  put  a  disability  clause  on  the  market  which 
was  a  real  selling  feature,  and  which  would  meet  competition 
because  of  its  intrinsic  merit  as  an  insurance  measure.  That  hope 
has  at  last  been  realized. 


,y  Google 


WHOLE  TIME  AGENTS  FOR  LIFE  INSURANCE 
By  Edmund  Stbudwick,  Je., 

The  Atlantic  Life  Insurance  Company. 

In  point  of  assets  employed  life  insurance  is  the  fourth  li 
business  in  the  United  States;  and  in  amount  of  its  contractural 
obligations  it  far  exceeds  any  other  business.  In  point  of  impor- 
tance and  beneficence  to  the  country's  population,  it  affects  more 
individuals  and  a  greater  number  of  families  than  any  other  business. 
The  spirit  of  altruism  enters  into  it  more  largely  than  any  other  busi- 
ness, and  yet  it  is  the  safest  and  its  contracts  are  the  soundest. 

Life  insurance  is  established  upon  fundamental  principles  ex- 
pressed in  mathematical  formulae  as  intricate  and  exact  as  those 
used  in  scientific  engineering.  Although  its  product  is  standardized 
and  competition  as  to  price  is  almost  eliminated,  the  demand  for  it 
must  be  created.  For  this  purpose  a  field  force  of  solicitors,  men 
who  go  to  other  men  to  sell  them  insurance,  is  indispensable.  The 
figures  for  1918  are  not  available,  but  185,750  life  insurance  sales- 
men were  licensed  in  1915.  Is  it  not  of  vital  importance  that  the 
biggest  and  best  business  in  the  country  should  be  represented  by 
men  of  the  highest  character?  And  is  it  not  an  impelling  duty  of 
those  who  direct  that  business  to  do  all  in  their  power  to  elevate  the 
character  and  develop  the  efficiency  of  its  representatives  in  the 
field?  What  type  of  men  then  should  these  solicitors  be?  And  how 
should  they  conduct  their  work? 

Chabactebistics  of  an  Ideal  Salesman 
The  character  of  a  salesman  is  largely  determined 'by  the  char* 
aoter  of  the  business  he  represents.  No  argument  is  necessary  to 
establish  that  life  insurance  is  a  science  and  that  work  in  life  insur- 
ance, whether  in  the  office  or  field,  is  the  practice  of  a  profession. 
Evidently  in  the  pursuit  of  a  science  and  the  practice  of  a  profession 
a  high  class  of  man  is  necessary;  and  if  in  either  office  or  field  a 
higher  type  is  needed,  more  in  the  one  place  than  in  the  other,  pref- 
erence in  the  assignment  should  be  given  the  field.  The  most 
apparent  reason  for  this  distinction  is  that  the  field  man  comes  in 
contact  with  the  public,  personifies  the  company  to  them,  and 
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consequently  his  acts  in  effect  are  the  company's  and  his  reputation 
the  company's  also. 

"The  ideal  life  insurance  agent  has  been  sketched  in  theory  so 
often  that  no  more  than  a  glance  at  his  qualifications  need  be  given 
here.  In  general,  he  should  know  the  principles  underlying  life  in- 
surance: he  should  understand  the  construction  of  the  mortality 
tables;  the  necessity  for  a  reserve,  and  the  difference  between  prelimi- 
nary term,  select  and  ultimate,  and  full  terminal  reserve;  the  relation 
of  net  premium  and  compound  interest  to  this  fund;  the  elemental 
parts  of  a  gross  premium;  and  the  distinction  between  pure  endow- 
ments, annuities,  whole  life  insurance,  term  insurance,  and  endow- 
ment insurance.  He  should  be  familiar  with  the  history  of  life 
insurance:  the  beginning  of  the  business,  and  its  development  from  a 
speculative  phase  to  a  legitimate  business;  the  failure  of  assessment 
associations;  the  unsoundness  of  all  insurance  schemes  not  based  on 
the  maintenance  of  adequate  reserves;  the  present  enormity  of  the 
business;  and  the  opportunities  for  its  future  development.  He 
should  have  a  fair  knowledge  of  the  law  of  insurance,  particularly 
regarding  contracts  and  agency,  and  should  acquaint  himself,  as  far 
as  possible,  with  the  insurance  statutes  and  the  rulings  of  the  insur- 
ance department  of  hid  state.  He  should  have  accurate  knowledge 
of  his  own  company — its  assets,  surplus  fund,  amount  of  insurance 
in  force,  and  disposition  in  dealings  with  policyholders — in  short, 
have  accurate  knowledge  of  all  its  strong  points  and  the  ability  to 
answer  any  adverse  criticism  which  may  be  directed  against  it. 
It  is  also  important  that  he  should  inform  himself  as  far  as  possible 
about  other  companies  with  which  he  will  come  in  competition. 
Most  essential  is  an  intimate  familiarity  with  the  various  policy 
contracts  of  his  company  and  with  each  clause  and  provision  con- 
tained therein,  and  an  unfailing  ability  to  determine  his  prospect's 
needs  with  a  view  to  fitting  the  contract  to  him,  both  as  regards 
the  prospect's  own  personal  condition  and  the  requirements  of  the 
beneficiary.  Here  again  a  knowledge  of  the  contracts  of  competing 
companies  is  necessary. 

The  foregoing  knowledge  or  information  is  what  the  ideal  agent 
will  use  in  selling  insurance,  but  if  he  does  not  use  it  properly,  the 
effectiveness  of  the  result  is  seriously  impaired.  Hence  the  ideal 
agent  should  have  other  qualifications.  He  should  have  pleasant 
address,  engaging  manners,  tact,  consideration  for  the  business  and 
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time  of  others,  and  the  faculty  for  creating  a  condition  of  mutual 
human  interest  between  himself  and  hie  prospects.  He  should 
establish  in  his  community  a  reputation  for  civic  pride,  public  spirit, 
and  neighborliness  in  order  that  he  may  command  respect  and 
attention.  Above  all,  he  must  be  a  firm  believer  in  the  necessity 
for  life  insurance,  in  the  application  of  it  to  a  variety  of  needs,  in 
the  unending  good  it  does  and  can  do,  and  in  his  own  sacred  mission 
in  persuading  as  many  people  as  he  can  to  become  insured. 

No  one  will  claim  that  insurance  would  prosper  if  none  other 
than  such  men  as  filled  the  foregoing  requirements  were  licensed  as 
agents,  because  there  would  be  so  few  of  them.  But,  on  the  other 
hand,  no  one  will  deny  that,  if  men  of  this  class  could  be  gotten  in 
sufficient  numbers,  life  insurance  would  soon  be  the  most  venerated 
institution  of  man's  making,  and  the  most  potent  factor  in  hastening 
universal  economic  independence. 

Pabt-ttub  vs.  Full-time  Men 
It  should  be  borne  in  mind  that  this  sketch  is  of  the  ideal  agent; 
but  it  is  by  no  means  necessary  that  a  solicitor  should  be  so 
thoroughly  trained  along  technical  lines  or  so  fully  furnished  with 
historical  information  to  become  a  successful  solicitor  and  render 
efficient  service  both  to  his  company  and  the  public.  No  argument 
.  seems  necessary,  however,  to  show  that  the  continual  elevation  of 
the  agent's  standard  is  desirable;  but  argument  has  always  been 
necessary  to  show  that  each  individual  agent,  if  he  would  contribute 
to  the  raising  of  the  standard,  should  give  his  whole  time  and  at- 
tention to  the  business.  This  brings  up  the  question  of  the  whole- 
time  versus  the  part-time  agent.  A  modern  and  eminently  prac- 
tical angle  from  which  to  compare  these  two  classes  of  agents,  say 
the  champions  of  the  full-time  man,  is  that  of  service.  When  great 
mercantile  concerns  have  reduced  prices  to  show  a  minimum  of 
profit,  have  improved  quality  to  the  limit  of  ingenuity,  have  done 
all  to  put  their  products  ahead  of  their  competitors  and  still  need 
a  further  bid  for  popular  approval,  they  develop  their  capacity  to 
serve  their  customers  with  a  variety  of  concessions  and  accommo- 
dations. Needless  to  say,  their  salesmen  are  full-time  men.  How 
much  more  important,  it  is  argued,  that  a  business  dealing  in  such 
a  vital  commodity  as  life  insurance  should  serve  its  customers  in 
the  most  efficient  manner.    A  misrepresentation,  a  delay  in  the 
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delivery  of  a  policy,  the  inability  tc  advise  correctly,  or  absorption 
in  some  line  of  work  other  than  life  insurance  on  the  part  of  the 
agent,  may  work  much  hardship  on  an  applicant  or  policyholder 
and  may  prejudice  an  entire  neighborhood  against  the  institution 
of  insurance. 

On  the  other  hand,  there  are  those  who  agree  in  the  responsi- 
bility placed  upon  the  insurance  agent,  and  concede  the  dependence 
of  the  public  upon  him,  but,  for  that  very  reason,  argue  that  no 
one  should  be  denied  a  license  to  solicit.  They  contend  that  every 
agent  who  does  anything  at  all  does  just  that  much  towards  the 
furtherance  of  life  insurance  education  and  the  increase  of  the 
amount  of  insurance  in  force. 

Such  lines  of  reasoning,  of  course,  devolve  finally  into  personal 
opinions,  and  it  seems  that  personal  opinions  constitute  the  bulk  of 
authority  on  this  subject.  With  this  limitation  of  reference  in  mind, 
a  circular  letter  was  prepared  and  sent  to  a  selected  list  of  general 
agents  for  the  purpose  of  collecting  as  many  individual  opinions 
as  possible  on  what  were  deemed  the  meet  important  phases  of 
the  part-time  agent  problem.  Eighty-two  answers  were  received, 
seventy-two  of  which  were  usable.  These  came  from  twenty-five 
states,  the  District  of  Columbia,  and  Canada,  and  were  received 
from  the  representatives  of  twenty-four  insurance  companies. 

The  first  question  asked  was:  Do  you  appoint  part-time  agentsf 
Sisvcnty-one  answered  this  question,  fifty-two  by  "yes"  and  nine- 
teen by  "no,"  thus  showing  a  rather  strong  minority  of  over  28  per 
cent  who  do  not  favor  the  appointment  of  part-time  men. 

Question  number  two  was:  If  so  [if  you  appoint  part-time 
agents],  about  what  proportion  of  your  force  do  they  comprise? 
Forty-two  answered  this  question,  and  the  proportion  ran  from  2 
per  cent  as  a  minimum  to  as  high  as  90  per  cent  in  one  case.  Not 
knowing  the  number  of  men  in  each  agency,  it  is  difficult  to  compile 
significant  ratios.  But,  for  the  sake  of  illustration,  if  the  agencies 
averaged  twenty  men  each,  the  ratio  of  part-time  to  whole-time  men 
in  the  forty-two  agencies  responding  is  eight  to  twenty. 

The  third  question  was:  And  if  so  [tame  condition]  about  what 
proportion  of  business  in  your  agency  do  they  producet  Forty-two 
answered,  showing  a  variation  of  from  2  per  cent  to  70  per  cent. 
Again,  a  significant  deduction  is  difficult,  but,  supposing  that  each 
of  the  twenty  agents  in  an  agency  produced  $50,000  of  business,  the 
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ratio  of  the  business  produced  by  part-time  men  to  that  produced 
by  full-time  men  is  9100  to  $1,000.  Combining  the  answers  to 
questions  two  and  three,  40  per  cent  of  the  agency  force  produced 
10  per  cent  of  the  business. 

Question  four  was:  7s  the  renewal  experience  of  the  insurance 
written  by  them  tatisfadoryt  Above  or  below  normal?  Out  of  fifty- 
two  answers  to  this  query,  forty-two  claimed  that  the  business 
written  by  part-time  men  renewed  normally  or  above  normal; 
while  nine  contended  that  it  renewed  below  normal. 

The  fifth  question  was:  Have  a  considerable  number  of  your 
good  agents  developed  from  part-time  men?  Fifty-seven  answered, 
twenty-five  in  the  affirmative  and  thirty-two  in  the  negative. 

In  answer  to  the  sixth  question ;  Do  you  consider  the  part-time 
agent  a  help  or  a  hindrance  in  bringing  about  a  pleasanter  relationship 
between  agent  and  policyholdert  Twenty-six  considered  him  a  help 
and  twenty-four  a  hindrance.  A  noticeable  number  considered 
him  a  help  in  country  districts  and  a  hindrance  in  metropolitan 
districts.     These  replies  are  not  included  in  the  above  fifty. 

The  last  question  was:  If  the  part-time  man  constitutes  a  prob- 
lem in  your  territory,  what  solution  do  you  reeommendt  Mine  replies 
were  written  in  such  a  general  way  that  they  hardly  lend  themselves 
to  collation.  Forty-six  replies,  however,  specifically  recommended 
a  definite  thing:  seven  favor  the  appointment  of  part-time  men  as 
apprentices  with  a  definite  contractual  understanding  that  they 
will  agree  at  the  end  of  a  specified  period  to  accept  a  full-time  con- 
tract or  have  their  part-time  contract  canceled;  seven  are  for  co- 
operation on  the  part  of  the  companies  to  appoint  only  whole-time 
men;  fourteen  are  for  an  individual  determination  on  the  part  of  the 
general  agents  absolutely  to  eliminate  part-time  men;  and  sixteen 
are  for  retaining  them  in  rural  districts  and  discontinuing  them  in 
urban  districts.  One  very  positive  reply  comes  from  Oklahoma, 
giving  the  opinion  that  the  insurance  commissioner  should  have  and 
use  power  to  refuse  licenses  to  all  but  full-time  men;  and  a  Massa- 
chusetts agent  would  like  to  see  the  legislature  pass  a  law  prohibit- 
ing all  but  full-time  men  from  selling  life  insurance  and  rather  ex- 
pects some  such  action  by  the  next  Assembly. 

The  answers  given  are  more  than  significant.  Twenty  years 
ago  the  term  "part-time  agent "  had  little  or  no  meaning;  everybody 
accepted  him  as  a  matter  of  course.     He  began  gaining  notoriety 
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when  the  public  determined  to  do  away  with  rebating,  misrepre- 
sentation, and  twisting.  It  was  found  that  the  "spotter"  and  the 
"one  case"  man  were  the  greatest  offenders  along  these  lines.  This 
type  has  about  disappeared,  but  the  fact  that  nineteen  out  of  seventy- 
one  picked  general  agents  refuse  even  to  consider  the  appointment 
of  part-time  men  must  signify  some  fundamental  objections  to  the 
less  than  full-time  agent. 

Probably  their  refusal  to  appoint  such  men  is  based  upon  an  ex- 
perience similar  to  that  of  a  very  prominent  general  agent  who  has 
calculated  that  the  agents  he  has  appointed  during  his  career  have 
cost  him  an  amount  which,  divided  by  the  number  of  producing 
agents  finally  developed,  makes  these  producing  agents  represent 
an  average  investment  of  $3,000.  Certainly,  the  part-time  man 
if  the  general  agent  spends  time  and  money  upon  him,  becomes  a 
permanent  investment,  and  if  he  leaves  the  company  he  yields  no 
dividends  on  the  investment  and  takes  with  him  the  hope  of  the 
repayment  of  principal  invested.  Another  prominent  general  agent, 
writing  in  the  Western  Underwriter  under  date  of  November  11, 
1915,  says  in  part: 

We  do  not  license  bank  officers  or  clerks,  as  part-time  agents,  because  we 
believe: 

First,  that  it  is  against  modern  methods  in  business. 

Second,  that  the  practice  is  unbusinesslike. 

Third,  that  no  banker  can  act  as  a  life  insurance  agent  and  take  a  commission 
upon  a  life  insurance  transaction  without  in  every  suoh  instance  being  unethical 
and  in  all  too  many  cases,  absolutely  abusing  a  confidential  relation.    .... 

These  reasons  deal  with  what  is  considered  a  high  type  of  part- 
time  men  and  is  the  more  impressive  on  that  account.  Many  ad- 
dresses have  been  made  at  agency  conventions,  and  many  articles 
have  been  published  in  insurance  journals  expressing  in  most  em- 
phatic terms  the  undesirability  of  the  part-time  worker  as  an  in- 
surance agent.  It  is  men  with  such  ideas  who  have  injected  into 
the  answers  to  these  seven  questions  a  tone  of  dissatisfaction  with 
part-time  men.  Strong  voices  are  raised  in  protest,  however, 
against  discrimination  in  favor  of  the  full-time  agent.  A  very 
judicial  article  in  the  Western  Underwriter  of  October  21,  1915, 
works  out  as  its  theme:  "Every  man  aiding  in  procuring  an  appli- 
cation participates  in  the  earning  and  should  be  paid  in  proportion 
to  the  value  of  his  service." 
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The  drift  of  opinion  among  general  agents  was  probably  accu- 
rately expressed  in  a  personal  interview  with  a  North  Carolina 
general  agent  who  said  in  substance,  "So  long  as  other  agents  are 
appointing  part-time  men  in  my  territory,  I  cannot  afford  to  take  a 
stand  myself.  The  only  way  to  eliminate  part-time  men  is  for  all 
the  general  agents  in  any  given  district  to  enter  into  an  agreement 
not  to  appoint  such  men  as  agents." 

Conventions  and  meetings  of  various  life  underwriters'  asso- 
ciations have  staged  acrimonious  debates  regarding  the  part-time 
agent,  which  have  resulted  in  many  cases  in  resolutions  being  passed 
and  recorded  against  the  employment  of  the  part-time  man.  It 
would  be  hard  to  escape  the  conclusion  that  the  trend  of  feeling 
among  general  agents  is  distinctly  against  the  man  who  does  not 
devote  his  entire  time  and  energies  to  insurance,  the  notable  ex- 
ception being  the  local  representative  in  a  sparsely  settled  country 
district. 

The  Attitude  of  the  States 

Circular  letters  were  also  addressed  to  the  heads  of  the  insur- 
ance departments  of  all  the  states.  In  this  instance,  also,  the 
response  was  most  gratifying.  Forty  replies  were  received,  and  in 
several  cases  copies  of  statutes,  court  decisions,  and  clippings  ac- 
companied the  letters. 

To  the  first  question:  Do  the  statutes  of  your  state  prohibit  the 
licensing  of  part-time  agents  or  restrict  their  activities  in  any  way? 
thirty-nine  answers  were  received,  one  in  the  affirmative  and  thirty- 
eight  in  the  negative,  the  one  exception  being  Missouri. 

The  second  question  was:  Do  the  statutes  give  the  head  of  the 
department  discretionary  power  in  issuing  licenses?  Twenty-one 
answered  "yes,"  and  eighteen  "no."  The  discretion  allowed  con- 
sisted, in  the  majority  of  cases,  in  the  privilege  of  refusing  a  license 
to  an  applicant  who  had  violated  the  insurance  laws,  or,  from  some 
other  cause,  had  acquired  an  unsavory  reputation  in  insurance 
circles.  No  reference  is  made  to  any  distinction  between  full- 
and  part-time  men. 

To  question  three:  Do  the  statutes  provide  for  the  investigation  by 
the  insurance  department  of  an  applicant  for  an  agent's  licenset 
ten  answers  were  received  in  the  affirmative  and  twenty-nine  in  the 
negative.    The  investigations  provided  for  ranged  from  a  perfectly 
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routine  set  of  interrogatories  in  connection  with  the  application  for 
license  signed  by  the  company  only,  to  a  more  searching  inquiry  to 
be  signed  by  the  prospective  agent  and  countersigned  by  the  appli- 
cant company  by  way  of  endorsement.  , 

To  the  fourth  question:  //  not,  do  they  require  a  certification  of 
character  from  the  company  the  agent  purposes  representing?  thirty- 
four  answers  were  received,  six  answering  "yes"  and  twenty  "no." 
But  several  of  those  answering  "yes"  were  states  in  which  the  in- 
surance department  as  well  investigated  the  applicant.  In  other 
words,  the  departments  investigate  through  the  companies. 

Question  five,  with  one  exception,  was  answered  in  the  negative. 
It  was:  Do  the  statutes  in  any  other  way  refer  to  part-time  agentsf  The 
question  would  have  elicited  significant  raphes  only  if  the  statutory 
articles  referring  to  part-time  men  had  been  given,  which,  in  this 
case,  was  not  done. 

Only  six  departments  out  of  thirty-two  favored  the  unrestricted 
licensing  of  part-time  agents,  as  was  brought  out  by  question  six 
which  reads :  Does  your  department  favor  the  unrestricted  licensing  of 
part-time  agents?  The  reason  given  in  one  of  these  cases  was  that 
it  seemed  rather  partial  and  even  autocratic  to  force  a  man  to  devote 
his  whole  time  to  the  pursuit  of  a  particular  profession  or,  in  event 
of  his  desiring  to  devote  only  a  part  of  his  time  thereto,  to  refuse 
him  a  license  altogether. 

By  answering  "yes"  to  question  seven :  Does  your  department  or 
legislature  contemplate  taking  steps  to  regulate  the  part-time  agent? 
two  departments  signified  an  active  interest  in  the  part-time  ques- 
tion. In  one  state  an  agency  qualification  law  is  contemplated,  in 
another  an  agency  qualification  law  is  to  be  recommended  to  the 
legislature  which  is  convening  as  this  article  goes  to  press. 

From  the  answers  given  to  these  questions,  one  conclusion,  at 
least,  stands  out  prominently:  The  heads  of  the  insurance  depart- 
ments do  not  consider  the  agency  problem  one  to  be  settled  by  them 
through  legislative  statutes  or  departmental  rulings.  This  fact  has 
been  forcibly  brought  out  at  a  number  of  Insurance  Commissioners' 
Conventions  where,  to  every  attempt  to  force  the  body  to  commit 
itself  to  some  definite  expression  of  opinion  and  course  of  action  on 
the  part-time  agent  question,  the  majority  of  the  membership  has 
always  replied  that  the  agency  problem,  whether  whole-  or  part-time, 
was  essentially  the  companies'  problem,  and  that  it  should  be  set- 
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tied  by  them  on  an  economic  basis  and  in  a  spirit  of  cooperation, 
without  legislative  assistance. 

This  stand  of  the  departments  seems  justified  from  a  purely 
common-sense  as  well  as  from  a  legal  point  of  view.  One  of  the 
few  cases  at  law  ever  decided  upon  the  point  is  William  Hansen  t>. 
North  British  and  Mercantile  Insurance-Company  in  the  New  York 
Court  of  Appeals.  Briefly  stated,  Hansen  sold  two  policies  for  the 
company  and  requested  his  brokerage  commission.  The  company 
refused  him  this  because  he  had  no  brokerage  license.  The  insur- 
ance department,  in  turn,  had  refused  him  a  license  because  the 
statutes  provided  that  a  broker  could  only  be  licensed  when  he 
engaged  "principally  in  the  insurance  business"  or  "in  connection 
with  a  real  estate  agency  or  real  estate  brokerage  business. "  This 
applicant  for  a  license  practiced  law  as  his  chief  profession.  In 
deciding  for  Hansen,  Judge  Gray  said  in  part, 

If  the  legislative  act  overstepped  the  limits,  within  which  the  legislature 
may  regulate  and  restrict  the  business  pursuits  of  the  citizen,  then  it  was  violative 
of  the  plaintiff's  constitutional  righto  and  was  inoperative  to  deprive  him  of  the 
right  to  bis  brokerage. 

The  appelate  division,  in  the  first  deportment,  has  held  the  statute  to  be 
unconstitutional  legislation,  and  I  think  that  we  should  affirm  its  determination. 

There  is  no  good  reason,  and  no  public  interest  can,  conceivably,  be  subserved 
in  prohibiting  persons  from  conducting  the  business  of  an  insurance  agent  or 
broker,  in  connection  with  any  other  lawful  business,  or  occupation  in  which  they 
may  be  engaged. 

If  it  is  unconstitutional  to  prohibit  the  licensing  of  part-time 
agents,  the  insurance  departments,  however,  have  no  such  bar  to 
recommending  to  every  state  an  agent's  qualification  law  which 
would  recognize  the  social  importance  of  the  life  insurance  profes- 
sion and  be  based  upon  an  appreciation  of  the  peculiar  relationship  of 
responsibility  and  trust  between  the  solicitor  and  the  policyholder. 
This  law,  moreover,  would  increase  its  usefulness  by  requiring  care- 
ful investigation  of  an  applicant  for  an  agent's  license  and  by  giving 
the  head  of  the  department  discretionary  power  in  the  issuance  of 
licenses.  Such  machinery  would  go  far  towards  guaranteeing  that 
only  life  insurance  salesmen  of  average  and  higher  character,  ability, 
and  purpose  would  secure  licenses.  The  part-time  agent  problem 
would  then  disappear  to  a  large  extent,  without  being  directly 
legislated  against,  because,  if  part-time  men  could  not  meet  the 
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requirements,  they  would  not  receive  licenses.  Moreover,  if  they 
could  meet  the  requirements,  there  would  be  little  inherently 
wrong  with  them,  and  again  the  problem  would  be  minimi «ed.  The 
New  York  application  for  an  Agent's  Certificate  of  Authority  has 
printed  in  red  upon  its  face: 

The  department  requires  that  there  shall  accompany  each  application  for  an 
Agent's  Certificate  of  Authority  evidence  that  the  company  or  its  representative 
has  investigated  the  qualification  of  the  applicant  to  act  as  ita  agent.  A  written 
report  of  such  investigation,  giving  the  facta  as  to  the  character  and  experience  of 
the  applicant,  countersigned  by  the  officer  who  approves  the  application,  must  be 
attached  hereto. 

And  the  department  uses  its  discretion  in  issuing  the  license  as 
is  shown  by  the  following  quotation  outlining  their  regular  practice: 

The  regular  practice  of  this  department  is  to  issue  such  licenses  only  to  men 
who  intend  devoting  their  entire  time  to  the  business  of  soliciting  life  insurance. 
This  is  a  rule  of  the  department  which  is  not  varied  from  excepting  in  cases  where 
applications  coming  from  men  who  propose  to  devote  only  a  portion  of  their  time 
to  this  business  are  accompanied  by  the  strongest  recommendations  as  to  compe- 
tency and  trustworthiness,  and  also  by  some  definite  assurances  to  the  effect  that 
the  applicant  intends  ultimately  to  engage  exclusively  in  the  business  of  soliciting 
life  insurance,  and  that  his  application  as  a  part-time  man  is  made  in  order  to 
enable  him  to  withdraw  gradually  from  his  present  occupation. 

Such  an  attitude  on  the  part  of  a  department  must  go  far  to- 
towards  eliminating  part-time  agents,  because  upon  application  for 
renewal  of  license,  the  truth  of  their  previous  statements  of  purpose 
to  become  full-time  men  can  be  verified. 

Thb  ArnTunB  of  thb  Companies 
The  next  point  to  be  considered,  and  by  no  means  the  least  im- 
portant, is  the  attitude  of  the  companies  themselves  towards  the 
part-time  agent.  No  attempt  has  been  made  in  the  preparation  of 
this  article  to  circularize  them  for  this  information.  The  reason  for 
omitting  to  do  bo  was  that  the  majority  most  probably  would  have 
replied  that  the  matter  was  one  for  settlement  by  their  general 
agents  and  not  by  the  home  office.  But  can  they  escape  all  re- 
sponsibility and  avoid  all  embarrassment  by  such  an  attitude, — 
assuming  that  the  problem  is  embarrassing  and  involves  executive 
responsibility? 

In  an  address  delivered  at  the  World's  Salesmanship  Congress 
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in  Detroit,  July,  1916,  the  President  of  the  National  Association 
of  Life  Underwriters  estimated  that  60,000  agents  cancelled  their 
contracts  with  life  insurance  companies  in  1915.  In  a  great  many 
cases  these  were  men  who  had  received  advances,  been  paid  salaries, 
traveled  to  the  home  office  at  the  company's  expense,  or  involved 
the  company  in  the  expense  of  hunting  them  up  and  sending  repre- 
sentatives to  see  them,  and,  finally,  had  probably  run  up  rent  bills 
and  expense  accounts.  He  states  that  in  all  cases  the  company  at 
least  had  to  pay  for  the  license,  a  rate  book,  and  supplies.  "The 
president  of  one  of  our  largest  fire  insurance  companies,"  he  said, 
"valued  each  fire  agent  at  $250.  These  60,000  failures,  therefore, 
cost  a  figure  that  must  be  admitted  as  most  conservative — $6,000, 
000."  "It  is  a  fact,"  he  asserted  in  another  part  of  his  address, 
"that  large  numbers  of  these  agents  are  part-time  agents."  Thus 
the  companies  are  put  to  an  actual  financial  loss  by  part-time  agents 
which  is  far  from  made  up  in  profits  from  the  first  premiums  on 
whatever  business  they  may  have  originated.  But  in  the  address 
the  largest  loss  to  life  insurance  through  these  60,000  agents  is  out- 
lined thus: 

Assuming  that  the  failure  of  each  one  of  these  agents  adversely  advertised 
life  insurance  as  a  discouraging  business,  deterring  others  from  taking  it  up  because 
of  their  failure,  to  an  average,  of  four  others,  kindred  and  friends,  it  would  mean 
300,000  persons  looking  diseouragingly  at  life  insurance  as  a  business. 

Assuming  that  each  one  of  these  before  giving  up  the  business  interviewed 
during  the  average  of  perhaps  one  year's  time  that  these  agents  were  nominally 
under  contract,  even  fifty  people,  it  would  mean  that  3,000,000  persons,  less  dupli- 
cations, had  life  insurance  presented  to  them  probably  in  an  ineffective,  unin- 
telligent and  inexperienced,  if  not  bored  method. 

The  company,  it  would  seem,  therefore,  from  an  executive 
standpoint,  has  very  little  reason  for  wanting  part-time  agents  on 
its  books. 

The  Views  and  Needs  or  the  Public 

Finally,  does  not  the  whole  problem  come  back  to  the  insuring 
public?  What  do  they  need?  And  what  do  they  demand?  Aa 
they  become  more  throughly  educated  in  insurance  they  require 
more  expert  salesmanship;  they  make  inquiries  which  necessitate 
a  specialist's  answer:  they  demand  a  quality  and  quantity  of  service 
which  no  part-time  man  can  give.  The  day  is  passed  when  the 
average  prospect  is  taken  in  blindly  by  catch  phrases  and  smooth 
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talking.  He  knows  today  that  he  is  entering  into  a  legal  contract 
with  a  responsible  financial  institution  and  he  expects  the  repre- 
sentative of  that  institution  to  be  in  all  respects  worthy  of  the  com- 
pany he  represents,  and  the  contract  he  recommends.  Life  insur- 
ance is  more  and  more  fitting  itself  to  the  complicated  requirements 
of  present  day  involved  economic  life,  and  the  public  will  not  be 
satisfied  by  the  inefficient  service  that  must  necessarily  be  rendered 
by  a  part-time  man. 

Conclusion 

What  definite  conclusions  can  be  derived  from  the  investigation? 
First,  that'  among  general  agents  there  is  a  decided  trend  towards 
the  ultimate  elimination  of  the  part-time  agent;  second,  that  the 
heads  of  the  insurance  departments,  while  not  attempting  any  agency 
adjustment  through  legislative  channels,  are,  nevertheless,  in  a  few 
cases  using  their  discretion  in  the  licensing  of  part-time  men  and, 
more  frequently,  requiring  a  more  or  less  searching  investigation 
of  the  applicant;  third,  that  the  companies  themselves  are  expe- 
riencing annually,  through  the  part-time  men,  a  large  direct  loss 
and  a  larger  indirect  loss;  and  fourth,  that  the  insuring  public  have 
arrived  at  a  point  where  more  expert  and  efficient  service  than  part- 
time  men  can  render,  is  necessary  to  enlist  their  interest  and  secure 
their  patronage. 

In  the  metropolitan -districts,  especially  in  the  larger  cities,  all 
part-time  men  could  be  discontinued  without  seriously  affecting  the 
volume  of  production.  The  field  in  such  districts  lends  itself 
naturally  to  intensive  soliciting,  and  can  be  much  more  thoroughly 
and  efficiently  covered  by  whole  time  men  working  without  the 
interference  of  part-time  men.  The  country  'districts,  however, 
are  not  yet  ready  for  the  elimination  of  the  part-time  man.  He  fills 
a  real  need  there.  Where,  on  account  of  sparse  and  scattered  popu- 
lation, a  man  devoting  all  of  his  time  to  soliciting  would  have  to 
travel  long  distances  and  cover  a  large  territory,  thus  being  unable 
to  establish  a  personal  relationship  with  his  policyholders  and  to 
keep  them  interested  in  their  insurance,  a  man,  devoting  only  a  part 
of  his  time  to  insurance  and  supplementing  with  other  business  to 
fill  out  his  income,  could  supply  the  insurance  needs  of  his  imme- 
diate community  and  keep  in  close  personal  touch  with  all  his  clients. 
As  such  communities,  of  course,  become  more  densely  populated, 
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their  need  for  part-time  men,  at  best  a  compromise  with  temporary 
conditions,  disappears.  Since  by  far  the  greatest  bulk  of  insurance 
is  written  in  the  more  densely  populated  communities  and  since 
these  communities  are  increasing  continually  in  number  and  extent, 
the  supplying  of  them  with  full-time  insurance  agents  to  the  exclu- 
sion of  part-time  agents  is  an  immediate  and  constant  problem. 

The  present  investigation  furnishes  these  suggestions  for 
definite  action  toward  the  solution  of  the  problem:  a  concerted  ac- 
tion on  the  part  of  the  insurance  departments  to  have  agency 
qualification  laws  passed  which  will  require  a  searching  investi- 
gation to  be  made  of  all  applicants  for  licenses,  and  will 
grant  to  the  heads  of  the  departments  discretionary  "powers  in 
the  issuance  of  licenses;  a  demand  by  the  public  upon  the  in- 
surance companies  and  their  agents  for  a  quality  of  service  to  which 
they  are  justly  entitled  and  which  can  be  furnished  only  by  scien- 
tifically trained  experts  devoting  their  whole  time  to  the  business; 
and  finally  a  determination  by  mutual  agreement  among  the  several 
insurance  companies  and  the  general  agents  of  .the  companies  to 
cooperate  vigorously  in  discontinuing  the  appointment  of  part-time 
men  in  every  community  where  full-time  men  can  more  efficiently 
perform  the  work. 

If,  as  it  seems,  the  gradual  elimination  of  the  part-time  man  is 
a  thing  to  be  effected,  the  insurance  departments  and  the  insuring 
public  should  do  their  part  in  hastening  this  accomplishment.  But 
if  actual  and  immediate  results  are  to  be  obtained,  too  great  stress 
cannot  be  laid  on  this  final  recommendation.  The  companies  and 
their  general  agents  have  it  in  their  power  to  cancel  every  part-time 
contract  at  any  time  they  may  determine  upon.  They  are  pre- 
vented only  by  lack  of  cooperative  action  and  by  considerations  of 
expediency.  In  the  last  analysis  the  ultimate  solution  of  the  problem 
must  come  through  and  by  them. 
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AMERICAN  FIRE  WASTE  AND  ITS  PREVENTION 
By  Franxxin  H.  Wentwobth, 

Secratajy -Treasurer,  National  Firo  Protection  Association. 

The  European  peoples  point  to  the  fire  waste  of  America  as 
evidence  that  the  American  people  are  the  most  careless  and  irre- 
sponsible individuals  in  the  civilized  world.  This  is  not  a  flatter- 
ing tribute.  It  behooves  us  to  inquire  if  the  charge  be  true,  and  if 
so  how  we  may  mend  our  unpleasant  reputation.  Statistics  show 
that  in  the  United  States  and  Canada  the  fire  waste  is  roughly  ten 
times  as  much  per  person  as  in  Europe.  This  contrast  is  partly 
explained  by  the  facts  that  there  are  more  people  in  Europe  upon 
whom  to  figure  this  percentage  and  that  more  buildings  in  America 
are  constructed  of  wood.  Outside  of  Constantinople  with  its  un- 
sanitary conditions,  European  cities  are  seldom  visited  by  such 
sweeping  fires  as  have  devastated  the  American  cities  of  Chicago, 
Boston,  San  Francisco,  Atlanta,  Baltimore,  Chelsea,  Salem,  Paris, 
Tex.,  Nashville,  Augusta  and  others.  American  building  con- 
struction is1  inferior  to  that  of  Europe  in  other  respects.  A  poorly 
built  city  with  numerous  wooden  buildings  awaits  only  the  right 
kind  of  a  fire  on  the  right  land  of  a  night  for  its  complete  destruc- 
tion. 

Of  the  personal  hardships,  individual  sufferings  and  economic 
disasters  which  follow  the  burning  of  a  city,  too  many  American 
cities  can  testify.  The  economic  significance  of  these  fires  is  not 
confined,  however,  to  the  cities  that  burn.  Every  fire,  whether  it 
consumes  a  whole  city  or  only  the  roof  or  other  portion  of  an  indi- 
vidual house,  has  to  be  paid  for.  A  burned  house  or  city  does  not 
replace  itself.  Food,  clothing  and  shelter  are  produced  only  by 
human  effort,  and  labor  expended  in  replacing  waste  is  withdrawn 
from  producing  more  things  for  the  satisfaction  of  human  needs; 
hence  every  fire  makes  every  man's  struggle  for  a  living  harder  by 
compelling  him  to  spend  for  his  neighbor's  waste  what  he  might 
otherwise  spend  for  his  own  comfort. 

Our  annual  waste  of  $3  per  capita  means  that  every  man, 
woman  and  child  pays  13  a  year  for  fire  waste.  That  means  that 
168 
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the  man  with  the  average  family,  hie  wife  and  three  children — 
a  family  of  five — pays  $15  a  year  fire  tax.  The  United  States  gov- 
ernment in  its  reports  adds  to  this  fire  waste  the  cost  of  maintain- 
ing fire  departments,  which  is  as  much  more.  This  means  $30  a 
year  to  the  average  family.  If  on  some  blue  Monday  in  every 
year  a  representative  of  the  government  were  to  come  around  and 
ask  us  each  for  a  check  for  $30  to  pay  our  share  of  the  national  care- 
lessness, then  we  should  realize  what  we  pay.  But  we  do  not  real- 
ise that  we  pay  it,  because  this  tax  is  indirect. 

The  big  manufacturers  and  the  big  merchants  know  that  this 
fire  expense  is  a  tax.  They  equip  their  premises  with  automatic 
sprinklers.  They  put  in  protective  apparatus.  They  get  the  low- 
est insurance  rate  they  can  because  it  helps  them  to  compete;  but 
the  man  in  the  street,  the  ordinary  man,  does  not  know  how  this 
fire  waste  is  paid.  Take  wool,  for  example.  Wool  in  the  ware- 
house is  insured — that  is  a  tax.  It  is  insured  in  transportation, 
and  there  it  pays  a  fire  tax.  It  is  insured  in  the  texile  factory  where 
it  is  worked  up  into  cloth.  It  is  insured  in  the  clothing  store,  in- 
sured in  the  tailor  shop,  in  the  department  store,  and  all  the  way 
along  this  fire  tax  is  added  to  the  cost,  and  when  we  buy  a  coat,  we 
pay  it.  Every  stock  of  goods  that  is  insured  carries  this  tax,  and 
it  is  passed  along  to  the  ultimate  consumer.  The  masses  do  not 
know  that  they  pay  it.  They  do  not  realise  that  when  they  buy 
a  hat,  or  a  pair  of  shoes,  or  a  suit  of  clothes,  or  anything  which  goes 
through  the  regular  channels  of  industry — production,  distribution 
and  exchange — they  pay  this  tax.  Not  realizing  it,  they  are  indif- 
ferent to  fire.    They  think  fire  does  not  affect  them. 

The  fire  loss  in  the  United  States  and  Canada  for  the  last  ten 
years  has  averaged  $230,000,000  a  year.  What  might  we  not  do  with 
that?  We  might  build  roads,  canals,  improve  our  harbors,  build 
battleships — if  we  have  no  leas  mediaeval  use  for  our  money.  We 
could  do  a  great  many  things  with  $230,000,000  a  year.  What 
country  can  stand  a  drain  like  that?  Suppose  we  were  to  throw 
into  the  sea  $230,000,000  in  wheat  or  corn  or  cotton,  or  lose 
$230,000,000  out  of  our  national  treasury.  Then  we  would  realise 
that  we  are  being  impoverished  by  this  waste.  But  we  have  lost 
the  faculty  of  being  moved  by  an  ordinary  fire.  In  Europe  a 
$100,000  fire  ahocks  the  entire  continent.  All  the  papers  in  Con- 
tinental Europe  comment  on  it,  wanting  to  know  how  it  occurred, 
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who  was  responsible  for  it,  whether  the  conditions  obtaining  in  the 
city  where  it  occurred  can  be  found  elsewhere,  so  that  such  a  fire 
might  be  duplicated.  But  here  in  America,  if  we  take  up  the  morn- 
ing paper  and  do  not  find  reports  of  two  or  three  $100,000  fires  we 
think  it  has  been  a  dull  evening! 

We  are  the  most  careless  people  with  matches  on  the  face  of 
the  earth.  In  Europe,  if  you  want  matches  you  have  to  go  where 
they  are  kept.  In  America  matches  are  everywhere;  on  our 
bureaus;  in  our  desk  drawers;  on  the  mantel-pieces;  library 
tables;  in  all  our  old  waistcoat  pockets  in  the  closets.  If  we  wake 
up  in  the  middle  of  the  night  and  reach  out  and  cannot  find  a  match 
we  feel  insulted!  And  yet  every  match  is  a  potential  conflagra- 
tion.   Tire  from  a  single  match  may  burn  a  whole  city. 

The  fire  waste  touches  the  pocket  of  every  man,  woman  and 
child  in  the  nation;  it  strikes  as  surely  but  as  quietly  as  indirect 
taxation;  it  merges  with  the  cost  of  everything  we  eat  and  drink 
and  wear.  The  profligate  burning  every  year  of  $230,000,000  in  the 
value  of  work  of  men's  hands  means  the  inevitable  impoverish- 
ment of  the  people.  This  fearful  loss,  spread  over  the  entire  busi- 
ness world  of  America,  is  beginning  to  manifest  its  impoverishing 
blight.  The  people  feel  it  without  yet  being  awake  to  its  cause. 
Their  awakening  is  retarded  by  the  prevalence  of  the  foolish  notion 
that  the  insurance  companies  pay  this  colossal  tax.  But  how 
could  they,  and  remain  solvent?  They  are  mere  collectors  and 
distributors  of  that  portion  of  this  tax  whieh  is  represented  by  their 
policies.  Half  of  it  they  never  touch ;  it  falls  upon  the  householder 
direct.  San  Francisco  and  Salem  do  not  pay  for  themselves.  We 
all  help  pay  for  them.  And  next  year  San  Francisco  and  Salem, 
risen  from  their  ashes,  may  help  to  pay  for  other  cities.  There  is 
but  one  way  in  which  we  can  escape  the  periodical  paying  for  one 
another,  and  that  is  for  us  all  to  begin  rational  building  construction 
and  then  protect  what  we  have  builded  against  fire. 

It  is  the  ever-present  conflagration  hazard  which  makes  any 
approach  to  scientific  fire  underwriting  impossible.  The  con- 
flagration hasard  is  not  confined  to  any  one  city  or  state.  It  is 
present  in  every  city  and  state  in  the  Union.  We  have  built 
largely  of  wood,  and  sooner  or  later  we  must  pay  the  penalty  unless 
we  can  find  some  way  in  which  to  protect  our  cities. 

There  is  a  way  to  solve  this  conflagration  problem — not  ab- 
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Bolutely,  but  at  least  relatively.  We  cannot  be  expected  to  tear 
down  our  cities  and  rebuild  them  of  fire-resisting  material;  the 
cities  must  be  protected  aa  they  stand.  In  the  heart  of  nearly  every 
city  there  are  streets  crossing  at  right  angles,  along  which  for  a 
very  considerable  distance  are  buildings  of  brick,  stone  and  concrete. 
This  shows  a  more  or  less  complete  Maltese  cross  of  buildings  which 
are  not  wood  and  which  operate  to  divide  the  wooden-built  district 
into  quarter  sections,  and  which  might  hold  a  fire  in  any  one  of  these 
sections  if  they  were  equipped  to  do  so.  These  brick  and  stone 
buildings  are  ordinarily  valueless  as  firestops,  because  their  windows 
are  of  thin  glass  and  their  window  frames  of  wood.  At  Baltimore 
and  San  Francisco  the  conflagration  attacked  such  buildings  easily, 
breaking  out  the  panes,  consuming  the  frames,  and  converting 
every  story  of  these  brick  structures  into  horizontal  flues  full  of 
combustible  contents.  Brick  and  stone  buildings  are  logical  and 
capable  firestops  if  the  fire  can  be  kept  out  of  them.  The  small 
city  that  will  trace  out  its  Maltese  cross  of  such  buildings  and.  equip 
them  with  metal  window  frames  and  wired  glass  will  immediately 
possess  the  equivalent  of  substantial  fire  walls  crossing  at  right 
angles  in  its  center,  dividing  it  into  four  sections.  By  such  a  simple, 
inexpensive,  but  yet  strategic  procedure  many  a  city  may  save  itself 
from  the  destruction  which  now  awaits  only  the  right -kind  of  a  fire 
on  the  right  kind  of  a  night. 

I  have  referred  in  this  plan  merely  to  the  smaller  cities,  but  it 
is  obvious  that  this  form  of  protection  is  equally  imperative  in  the 
brick,  stone  and  concrete  districts  of  all  large  cities  where  great 
values  are  housed  in  close  proximity.  Fires  in  the  large  cities 
entail  an  enormous  waste  because  of  the  great  values  assembled 
there.  We  must  come  eventually  to  the  equipment  of  all  com- 
mercial, factory  and  office  buildings  with  metal  window  frames  and 
wired  glass.  This  will  mean  the  abolition  of  the  conflagration  hazard 
in  our  cities.  Fires  will  then  be  unit  fires,  extinguished  easily  by  a 
competent  fire  department  within  the  building  in  which  they  orig- 
inate; for  the  protection  of  window  openings  not  only  prevents 
fire  from  entering,  but  prevents  fire  from  issuing  out  of  the  burning 
building.  We  may  expect  an  occasional  exceedingly  hot  fire  to 
break  down  the  defenses  of  an  adjoining  building,  but  it  is  obvious 
that  a  conflagration  could  not  get  under  way  among  buildings  of 
fire-resistive  construction  with  properly  protected  window  openings. 
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Having  thus  fortified  city  buildings  one  against  the  other,  ex- 
tensive fires  within  individual  structures  can  be  prevented  by  the 
use  of  the  now  well-established  automatic  sprinkler  system.  The 
automatic  sprinkler  applies  the  water  without  the  help  of  human 
agencies  while  the  fire  is  still  incipient.  It  will  operate  in  a  dense 
smoke  as  well  as  in  a  clear  atmosphere.  It  will  not  throw  excessive 
deluges  of  water  in  wrong  places  as  the  fire  departments  are  con- 
tinually forced  to  do.  With  our  window  openings  protected  and  our 
buildings  equipped  with  such  extinguishers,  the  conflagration  hazard 
in  mercantile  districts  will  be  eliminated.  There  will  then  remain 
for  consideration  our  immense  residence  districts  constructed  almost 
wholly  of  wood  surrounding  the  mercantile  centers,  like  fagots 
around  a  funeral  pyre.  We  can  lessen  the  loss  here  by  the  abolition* 
of  the  use  of  wooden  shingles. 

The  prohibition  of  the  wooden  shingle  roof,  which  is  now  gen- 
erally recognized  as  a  conflagration  breeder,  is  today  almost  uni- 
versal within-  city  fire  limits,  and  from  the  more  enlightened  com- 
munities it  is  excluded  altogether.  Burning  shingles  can  be  carried 
great  distances  by  the  wind  or  draft  of  a  conflagration,  and  when 
they  alight  in  their  turn  upon  other  dry  shingles,  they  make  fearful 
havoc. 

It  will  not  be  necessary  to  remove  all  shingle  roofs  immediately. 
An  effective  city  ordinance  might  require  all  roofs  constructed  in  the 
future  to  be  of  incombustible  material,  and  that  all  roofs  which  shall 
hereafter  require  repair  to  the1  extent  of  one-third  of  their  area  shall 
be  replaced  with  incombustible  roofs.  The  modern  shingle  is  thin, 
and  the  machinery  which  now  makes  it  leaves  a  fussy  surface  which, 
after  a  period  of  drought,  becomes  like  tinder.  Without  shingle 
roofs,  flying  brands  would  not  be  carried  over  the  brick  centers  of 
the  city  by  the  wind. 

Outside  of  the  abolition  of  the  shingle  roof,  we  must  look  for 
the  protection  of  our  homes  to  the  corrected  habits  of  our  people. 
We  must  look  carefully  after  the  heating  apparatus  of  our  homes, 
giving  them  the  constant  and  necessary  attention  demanded  by 
receptacles  containing  fire.  The  building  of  proper  flues  and  chim- 
neys is  especially  necessary  in  connection  with  residences.  Then 
we  must  have  a  general  revision  throughout  the  country  of  our 
building  codes.  We  must  atop  the  building  of  a  certain  shoddy  class 
of  buildings  and  we  must  limit  the  height  of  all  buildings.    It) 
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Boston,  buildings  are  limited  to  125  feet.  There  is  no  reason 
why  cities  that  can  expand,  and  which  are  not  bound  by  physical 
barriers,  should  follow  the  example  of  New  York  and  erect  ab- 
surdly high  buildings.  They  inflict  an  enormous  expense  upon 
the  city  for  fire  protection. 

There  are  other  matters,  however,  to  which  we  must  give  proper 
thought.  Among  them  is  the  best  use  of  the  fire-fighting  agencies 
which  have  been  established  and  which  are  maintained  at  a  great 
cost  by  our  people. 

The  mental  habits  of  a  people  are  a  vital  factor  in  affecting 
social  progress.  It  is  the  mental  habit  of  our  people  to  aasume  that 
fire  departments  are  maintained  for  the  exclusive  purpose  of  ex- 
tinguishing fires.  It  is  obvious,  however,  that  fire  departments 
have  large  possibilities  for  service  in  preventing  fires;  a  service 
which  is,  I  regret  to  say,  yet  largely  potential.  In  every  fire  de- 
partment uniformed  firemen  should  be  regularly  detailed  for  in- 
spection service.  Three  or  four  hours  a  week  for  each  man,  going 
into  basements,  attics,  courts  and  alleys,  keeping  down  accumula- 
tions of  rubbish — which  spring  up  over  night — locating  the  storage 
of  inflammable  oils  and  explosives,  would  keep  the  city  clean  of  its 
most  persistent  fire  dangers.  Every  fireman  should  in  turn  cover 
every  section  in  the  course  of  six  months.  One  would  thus  check 
up  the  inspections  of  the  other,  and  local  conditions  would  become 
a  matter  for  educative  conversation  about  headquarters. 

There  is,  however,  a  most  important  result  to  be  achieved  by 
Buch  an  inspection  system  over  and  beyond  keeping  the  city  clean; 
and  that  is  the  education  of  the  fire-fighters  in  the  exact  physical 
character  of  the  city.  To  know  exactly  which  passageways  are 
open  and  which  are  closed;  to  know  which  are  fire  walls  and  which 
are  not;  to  have  a  mental  picture  of  the  exposures,  the  windows, 
the  roof  openings,  the  cornices,  and  all  the  other  physical  details 
important  in  fire-fighting,  would  so  heighten  the  team  work  of  a 
department  that,  like  expert  swordsmen,  they  could  make  their 
thrust  without  loss  of  time  straight  at  the  vulnerable  part.  There 
are  a  few  cities  in  the  United  States  where  such  practice,  partially 
in  effect,  has  already  demonstrated  its  singular  efficiency.  The 
citizens  of  every  town  and  city  should  demand  this  sort  of  service 
from  its  fire  department. 

Theft  we  must  begin  to  place  the  responsibility  upon  the  in- 
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dividual  for  fires.  It  is  difficult  to  do  that,  I  know,  and  yet  it  can 
be  done.  In  France,  if  you  have  a  fire  and  that  fire  damages  your 
neighbor's  property  you  have  to  pay  your  neighbor's  loss.  That  is 
very  educative!  It  would  be  a  very  good  thing  if  we  had  such  a 
law  in  America.  We  can  fix  responsibility,  however,  and  we  can 
change  our  attitude  of  mind  toward  the  man  who  has  fires.  When 
we  look  upon  the  man  who  has  a  fire  as  one  who  has  done  an  un- 
neighborly  thing,  as  one  who  is  a  public  offender  unless  he  can 
prove  that  he  was  in  no  way  responsible  for  that  fire,  then  we  will 
have  begun  to  make  headway.  We  must  have  inquiry  into  the 
causes  of  all  fires,  not  merely  an  inquiry  into  the  fire  which  is  sus- 
pected to  be  the  work  of  some  incendiary.  Nearly  every  fire  is  the 
result  of  some  carelessness;  and  the  careless  man  must  be  held  up 
to  public  criticism  as  a  man  who  has  picked  the  pockets  of  the  rest 
of  us;  because  that  is  what  it  is  in  its  last  analysis.  When  we  get 
fire  marshals  in  every  state  or  province  who  shall  inquire  into  the 
causes  of  fires,  I  believe  we  will  begin  to  correct  our  personal  habits 
in  respect  to  the  things  that  cause  fires.  In  New  York  City  and  in 
Cleveland,  Ohio,  the  man  who  ignores  a  fire  prevention  order  must 
pay  the  city  for  the  services  of  the  fire  department  if  fire  occurs  on 
his  premises.  This  is  also  the  law  in  the  State  of  Pennsylvania 
for  cities  of  the  second  class. 

In  conclusion  I  have  set  down  certain  specific  suggestions  to 
property  owners  which,  in  view  of  the  above,  may  help  a  personal 
consideration  of  this  problem,  and  an  understanding  of  what  citi- 
zens may  do  to  solve  it,  both  for  their  own  good  and  the  good  of  the 
cities  in  which  they  live. 

Property  owners  can  do  good  service  both  in  their  own  interest 
and  in  the  interest  of  their  community  in  this  matter  by  first  caring 
for  the  fire  hazard  of  their  own  property,  and  then  helping  in  any 
general  local  movement  to  eliminate  the  fire  hazards  from  their 
city. 

In  a  study  of  one's  own  property  he  should  give  specific  at- 
tention to  the  following  items : 

Exposure  Hazard.  If  your  premises  are  surrounded  or  exposed  to 
property  that  is  inflammable  or  otherwise  hazardous,  you  are  paying 
for  this  danger  in  your  insurance  rate.  Study  your  location  and 
your  exposure  hazard  and  the  reasonable  means  of  bettering  your 
own  property  (such  as  fireproofing  doors  and  windows  and  outside 
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walls,  extending  fire  walls  above  roof,  non-combustible  roofs,  etc.), 
so  as  to  minimize  this  physical  exposure  hazard. 

Construction.  A  large  part  of  your  insurance  rate  is  always  based 
on  deficiencies  in  physical  construction  of  your  property.  Study 
this  (such  as  unprotected  and  horizontal  openings,  too  large  areas 
undivided  by  fire  walls,  concealed  spaces,  etc.)  and  ascertain  how 
they  may  be  reasonably  remedied,  and  how  such  improvement 
will  reduce  your  insurance  rate. 

Protection.  The  best  located  and  constructed  property  in  the 
world  without  adequate  fire  alarm  and  extinguishing  facilities  may 
suffer  from  fire  either  in  building  or  contents,  or  both.  Burning 
contents  often  ruin  so-called  fireproof  buildings.  Study  the  de- 
ficiencies of  your  property  in  this  respect  and  better  them  (by  in- 
stalling metal  waste  and  ash  cans,  fire  buckets,  chemical  extin- 
guishers, automatic  sprinkler  or  standpipe  systems,  etc.),  and  you 
may  find  the  investment  highly  profitable  in  the  reduced  hazard  and 
rate. 

Occupancy.  Every  business  has  inherent  in  it  certain  dangerous 
fire  hazard  characteristics.  Study  the  nature  of  your  business  and 
properly  care  for  and  isolate  material  or  processes  which  may 
unduly  occasion  or  accelerate  fires. 

Equipment.  Virtually  all  property  must  be  heated,  lighted  and 
ventilated,  and  all  this  equipment,  in  addition  to  special  apparatus 
required  by  almost  every  business,  has  fire  hazard.  Study  the 
character  of  your  equipment  thoroughly  before  purchasing,  and 
improve  that  which  you  now  have. 

Management.  Keep  your  property  clean.  Half  of  all  Ameri- 
can fire  waste  comes  from  careless  accumulation  of  dirt  and  rub- 
bish, and  disorder.  Teach  your  people  cleanliness  and  order,  and 
organize  them  to  detect  and  extinguish  fire,  and  how  to  call  the 
public  fire  department  quickly  when  necessity  requires. 

Every  owner  can  apply  in  his  factory,  apartment  house,  ware- 
house or  home  the  foregoing  correctives,  which  constitute  the  es- 
sentials of  fire  prevention.  He  can  also  join  any  other  good  move- 
ments in  community  action  to  carry  out  this  program,  and  to  study 
and  get  prepared  and  enforced  reasonable  legal  regulations  whereby 
such  correctives  may  be  demanded  in  the  law,  and  finally  can  back 
up  public  officials  in  seeing  that  they  are  applied. 

The  American  people  are  not  dull  in  comprehension,  nor  are 
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they  alow  to  act  once  the  necessities  of  a  situation  are  made  clear  to 
them.  The  awakening  manifested  by  the  annual  observance  of 
"Fire  and  Accident  Prevention  Day"  in  many  of  the  cities  of  the 
United  States,  by  the  appointment  of  fire  marshals  and  the  amend- 
ment of  fire  marshal  laws;  and  by  the  teaching  of  the  fire  hazards 
in  many  public  schools,  indicates  that  we  as  a  people  will  not  much 
longer  tolerate  our  pitiful  impoverishment  by  fire  waste.  It  is 
true  that  so  long  as  our  wooden  cities  stand  they  must  occasionally 
suffer  disastrous  fires,  with,  oftentimes,  shocking  loss  of  life;  but 
with  the  growing  disposition  to  hold  our  citizens  personally  re- 
sponsible for  their  carelessness,  many  of  our  most  prolific  causes  of 
fire  will  disappear. 

Our  civilization  grows  daily  more  complex.  Every  man's  life 
is  becoming  more  inextricably  linked  with  the  lives  of  others.  An 
injury  to  one  is  increasingly  an  injury  to  all.  Out  of  a  proper 
realization  of  these  facts  is  coming  a  larger  sense  of  civic  responsi- 
bility. As  citizens  of  a  common  country  and  brothers  of  a  great 
international  family,  we  may  some  day  evolve  a  civilization  in 
which  there  shall  be  no  waste  and  in  which  the  thought  of  the  com- 
mon good  shall  be  the  profoundest  impulse  in  the  hearts  of  our 
people. 
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RATE-MAKING  ORGANIZATIONS  IN  FIRE  INSURANCE 

By  Robebt  Rieqel,  Ph.D., 
Instructor  in  Insurance,  Wharton  School  of  Finance  and  Commerce, 

University  of  Pennsylvania. 

The  Antagonistic  Principles  op  Competition  AMD 

COOPERATION 

During  the  recent  development  of  fire  insurance  in  the  United 
States  the  problem  of  the  medium  or  agency  through  which  rates 
should  be  promulgated  has  given  rise  to  two  radically  different 
solutions.  These  solutions  are  irreconcilable  mainly  by  reason  of 
the  opposing  premises  upon  which  they  rest.  One  presupposes  that 
competition  is  the  most  effective  method  of  securing  justice  in  rates 
as  between  communities,  classes  Qf  risks  and  persons,  while  the 
other  assumes  that  the  greatest  measure  of  equity  will  be  attained 
through  cooperation. 

The  trend  of  thought  of  the  advocates  of  competition  is  based 
upon  history  and  analogy.  Having  observed  instances  of  large 
combinations  exacting  exorbitant  profits  through  freedom  from 
Competition,  their  conclusion  is  that  lack  of  competition  is  the  cause 
of  extortion  and  that  restoration  of  rivalry  is  the  logical  remedy. 
What  more  natural  than  to  apply  such  a  general  conclusion  to  the 
business  of  fire  insurance,  with  the  resulting  conviction  that  the 
public  welfare  in  this  field  will  be  best  protected  by  denying  com- 
bined action  with  respect  to  rates  of  premium?  In  this  predis- 
posed state  of  mind  every  united  effort  of  underwriters  is  viewed 
as  inimical  to  public  welfare,  and  every  association  as  a  "com- 
bination in  restraint  of  trade."  Thus  an  association  of  agents 
in  Missouri,  designed  to  secure  concerted  action  in  the  quoting  of 
fire  insurance  rates,  was  characterized  by  the  court  as  "a  plain, 
palpable,  but  bungling  pool,  trust,  agreement,  combination,  con- 
federation and  understanding,  organized  to  avoid  said  anti-trust 
statute."  *  The  inevitable  result  of  such  convictions  is  the  enact- 
ment of  anti-monopoly,  anti-trust  and  anti-compact  legislation, 
i  State  *.  Firemen*  Fund  Ins.  Co.,  160  Mo.  113  (1899). 
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The  reasoning  of  those  who  extol  the  benefits  of  cooperation 
coincides  with  that  of  the  advocates  of  competition  as  far  as  a 
portion  of  the  argument  is  concerned,  agreeing  that  combinations 
have  at  times  proved  detrimental  to  public  welfare.  But  here  the 
similarity  in  thought  ceases.  Those  who  favor  cooperation  main- 
tain that  combinations  and  monopolies  are  not  killed  but  fostered 
by  competition  and  that  a  greater  evil,,  discrimination  between 
consumers,  is  traceable  to  the  unregulated  endeavor  to  obtain 
business.  Applying  their  thought  to  the  field  of  fire  insurance, 
combinations  of  underwriters  were  an  economic  necessity  because 
militant  competition  had  not  merely  made  the  business  unprofitable 
but  had  threatened  the  very  existence  of  many  companies.  Those 
in  the  occupation  believed  that  if  such  conditions  continued  a  sur- 
vival of  the  strongest  would  inevitably  result  and  all  the  business 
fail  under  the  absolute^ontrol  of  a  few  large  companies.  The  only 
remedy  appeared  to  be  associated  action.  On  the  other  hand  this 
competition  was  resulting  in  discrimination  between  individual 
policyholders,  but  with  no  benefit  to  policyholders  as  a  class.  In  a 
struggle  to  obtain  business  each  company  felt  justified  in  offering 
inducements  where  necessary  to  secure  the  risk  and  the  richest 
and  most  powerful  property  owners  were  those  who  secured  the 
greatest  concessions.  These  were  at  the  expense  of  the  weak,  of 
course,  since  in  the  end  aggregate  premiums  must,  be  sufficient  to 
pay  aggregate  losses  and  expenses.  In  many  companies,  where  the 
sacrifices  made  in  some  directions  could  not  be  counterbalanced  in 
others,  safety  and  continued  existence  were  endangered.  The  small 
insured,  therefore,  not  only  derived  no  benefit  from  the  cutting  of 
rates  but  saw  the  value  of  his  indemnity — which  depends  upon  the 
strength  of  the  insurer — steadily  depreciating.  Inasmuch  as  busi- 
ness was  secured  through  agents,  furthermore,  competition  caused 
commissions  to  rise  to  exorbitant  figures  at  times,  to  the  added 
burden  of  the  insured. 

Such  are  the  facts  and  conclusions  furnished  by  the  advocates 
of  competition  and  their  adversaries  and  the  history  of  fire  insurance 
legislation  affecting  rates  is  largely  a  history  of  the  conflict  of  these 
two  ideas. 

Tbb  Devklopmrnt  or  Cooperation 
Relatively  early  in  our  history  dissatisfaction  with  unhindered 
competition  and  its  attendant  rate-cutting  was  apparent.   Advances 
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toward  united  effort,  however,  were  spasmodic  and  results  merely 
temporary.  In  New  York  City,  for  example,  a  Tate  agreement  was 
made  in  1821,  but  by  1826  the  number  of  new  companies  formed 
so  increased  competition  as  to  cause  its  abandonment.  In  1826 
an  association  was  formed  for  similar  purposes  but  by  1843  had 
ceased  existence.  In  1845  rates  were  again  raised  to  a  profitable 
basis,  and  from  1849  to  1865  New  York  City  witnessed  the  estab- 
lishment of  no  less  than  seventy  new  companies.  Similar  experi- 
ences are  recorded  in  the  annals  of  the  Hartford  Board  of  Fire 
Underwriters  and  other  long-established  boards.  In  1866  an  effort 
of  far  greater  scope  brought  about  the  formation  of  the  National 
Board  of  Fire  Underwriters,  composed  of  seventy-five  companies, 
with  the  common  purpose  to  "establish  and  maintain,  as  far  as 
practicable,  a  system  of  uniform  rates  of  premium." 

A  rating  bureau  was  organized  by  the  National  Board  and  the 
United  States  divided  into  six  territorial  departments  for  the  pur- 
poses of  rate-making.  In  1868  thirty-seven  leading  companies 
entered  into  the  "  Chicago  Compact,"  pledging  themselves  to  remove 
any  local  agent  upon  the  second  conviction  for  violating  National 
Board  rates.  But  by  1870  it  was  officially  though  reluctantly 
acknowledged  that  rates  were  not  being  generally  adhered  to  and 
they  were  suspended.  Following  the  Chicago  fire  in  1871  and  the 
Boston  conflagration  in  1872  premiums  were  again  temporarily 
maintained,  but  by  1876  conditions  had  returned  to  the  usual  state 
of  demoralization,  and  in  1877  the  rate-making  function  of  the 
Board  was  abandoned  in  favor  of  local  and  sectional  boards  of  fire 
underwriters,  which  have  continued  important  factors  until  the 
present  time.  Practically  the  entire  country  is  now  supervised  by 
a  group  of  associations  and  bureaus.1 

The  Nature  and  Services  of  Undebwbitbes'  Associations 

Classification  of  Associations.  On  a  territorial  basis,  associa- 
tions of  fire  underwriters  may  be  classed  as  national,  sectional  and 
local.  Since  the  relinquishment  by  the  National  Board  of  the 
rate-making  function,  the  national  associations  have  concerned 
themselves  with  educational  and  technical  activities  such  as  the 
promotion  of  harmony,  correct  practices,  repression  of  arson  and 
» See  map  on  page  170. 
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incendiariam,  compilation  of  statistics,  securing  the  adoption  of  uni- 
form policies  and  clauses,  promoting  equitable  adjustment  of  losses, 
encouraging  improved  and  safe  methods  of  building  construction, 
fire  protective  measures  and  adequate  fire  departments.  These 
associations,  although  of  the  highest  importance,  were  not  directly 
connected  with  fire  insurance  rates  from  1877  to  1914. 

The  respective  territories  of  the  sectional  organisations  include 
from  one  to  thirteen  states  of  the  United  States.  The  Western 
Union,  for  example,  approximately  covers  the  Middle  West;  the 
Association  of  the  Middle  Department  has  jurisdiction  in  Pennsyl- 
vania, Delaware,  Maryland  and  West  Virginia.  Such  organisations 
perform,  in  a  broader  way,  functions  similar  to  those  of  the  local 
boards,  described  later.  The  following  map  shows  the  jurisdiction 
of  a  number  of  the  prominent  sectional  organisations: 
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But  in  many  cities  of  great  importance  in  the  states  controlled 
by  sectional  organisations  we  find  local  associations  exercising 
authority  over  fire  rates.  This  is  true,  for  example,  of  New  York, 
Philadelphia,  Boston  and  Baltimore.  The  term  "local"  is  some- 
what general,  but  is  best  restricted  to  an  association  operating 
within  a  large  city  or  in  the  adjacent  suburbs.  Local  associations 
may  be  subclassified  as  urban  and  suburban.  Thus  the  New  York 
Fire  Insurance  Exchange  confines  its  activities  principally  to  Man- 
hattan, the  Bronx  and  Brooklyn,  while  the  Suburban  Fire  Insurance 
Exchange  supervises  four  adjacent  counties  and  certain  other 
specially  designated  territory.  The  following  maps  show  typical 
examples  of  division  of  territory  between  such  associations: 
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Organization  of  Underwriters'  Associations.  As  is  true  of  many 
business  associations  of  the  present  day,  the  government  of  the 
exchanges  is  in  the  main  a  government  by  committees.  An  execu- 
tive committee,  usually  elective,  is  in  general  control  of  all  the 
activities  of  the  organization,  exercising  universal  supervision  but 
delegating  a  large  portion  of  the  actual  work  to  a  number  of  stand- 
ing committees.  Four  such  committees  at  least  are  usually  found 
in  all  associations.  A  committee  on  brokerage  prescribes  rules  for 
admission  to  the  association,  investigates  applications  for  member- 
ship and  issues  certificates  to  the  successful  applicants.  In  some 
cases  this  committee  acts  as  a  court  to  investigate  complaints 
against  members  but  an  appeal  may  generally  be  taken  from  its 
decision  to  an  arbitration  committee.  The  latter  hears  these  and 
-  other  cases  which  lie  within  its  jurisdiction  and  upon  conviction 
imposes  the  appropriate  penalty,  usually  consisting  of  a  fine,  en- 
forced cancellation  of  policies  involved,  or  of  preventing  the  offend- 
ing member  from  writing  a  particular  risk  or  risks,  either  directly 
or  by  reinsurance,  for  one  year.  The  latter  may  involve  consider- 
able loss  of  business.  For  grave  offences  the  accused  may  be  ex- 
pelled.   A  committee  on  losses  and  adjustments  usually  exists  for 
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the  purpose  of  promoting  good  practice  and  equity  in  the  settlement 
of  fire  losses.  In  some  cases  such  committees  have  been  instru- 
mental in  obtaining  the  adoption  of  uniform  rules  to  govern  com- 
plicated adjustments.  One  of  the  most  important  committees  is 
the  committee  on  rates,  which  deals  directly  with  the  larger  prob- 
lems of  rate-making  and  delegates  certain  duties  to  the  secretary 
of  the  exchange  and  an  inspection  and  rating  department.  Through 
the  committee  on  rates  the  association  fixes  specific  and  minimum 
rates  for  the  writing  of  insurance,  which  are  adhered  to  throughout 
its  jurisdiction.  A  minimum  rate  applies  to  all  risks  of  a  same 
general  description,  such  as  dwellings.  Specific  rates  are  rates  on 
individual  risks  specified  by  location  and  description,  and  usually 
arrived  at  by  the  use  of  "schedules." 

The  Economic  Function*  of  Underwriters'  Association*.  From 
the  brief  description  given  of  competitive  conditions  and  the  origin 
of  associations  it  is  evident  that  they  were  economic  necessities. 
One  of  the  founders  of  the  National  Board  said  in  1866:  "Without 
an  organization  of  this  kind  insurance  companies  would  be  in  the 
position  of  Kilkenny  cats.  They  would  devour  each  other  and 
leave  nothing  but  the  tips  of  their  tails." '  Formed  to  meet  an 
economic  need  they  have  performed  an  economic  service,  although 
the  benefits  of  their  activities  are  often  lost  sight  of  in  the  criticism 
of  their  mistakes. 

1.  The  Promotion  of  Economy.  In  the  first  place  they  have 
encouraged  economy  in  the  fixing  of  fire  insurance  premiums.  A 
common  organization  now  performs  for  all  companies  in  an  efficient 
manner  the  work  which  was  once  performed  by  each  company 
individually  in  any  manner  it  saw  fit,  accomplishing  an  enormous 
saving  in  labor  and  expense;  and  it  must  be  remembered  that  the 
insured's  premium  pays  for  expenses  as  well  as  losses.  Coincident 
therewith  have  come  the  benefits  of  specialization  and  division  of 
labor.  Instead  of  a  company  representative  inspecting  and  rating 
at  the  same  time,  a  trained  inspector  hands  over  the  result  of  his 
labor  to  a  department  trained  to  apply  the  appropriate  rating 
schedule  to  the  conditions  as  set  forth  in  his  report.  In  the  second 
place,  through  the  establishment  of  uniform  rates  of  commission 
to  brokers  and  agents,  the  acquisition  costs  have  been  kept  lower 

'  Mark  Howard,  at  the  convention  called  to  organise  the  National  Board  of 
Fire  Underwriters. 
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than  would  otherwise  have  been  the  case.  Regulation  of  commis- 
sions, it  must  be  admitted,  has  not  yet  reached  the  standard  of 
regulation  of  rates,  but  it  has  eliminated  the  former  enormous 
sporadic  increases  of  commission  rates  during  influxes  of  competi- 
tion. Likewise  it  has  done  much  to  eradicate  the  evils  of  the  re- 
bate, which  entails  a  preference  of  one  policyholder  over  another. 
Thirdly,  the  association  has  provided  cooperative  action  against 
legislation  prejudicial  to  the  companies  and  often  to  both  the 
companies  and  the  public,  as  for  instance,  valued  policy  and  retalia- 
tory laws.  A  protective  alliance  is  the  only  defence  againrt  state 
legislation  which  one  year  permits  companies  to  employ  a  common 
expert  to  make  rates  and  the  next  year  makes  any  combination  of 
this  nature  a  penitentiary  offence. 

2.  Standardization.  The  associations  have  in  many  ways 
promoted  the  standardisation  of  rates  and  rating  systems.  They 
have  furnished  a  permanent  means  for  the  constant  study  of  the 
process  of  arriving  at  an  equitable  rate  and  have  been  of  vast 
assistance  in  the  formation  of  rating  schedules,  which  mark  the 
great  steps  in  the  development  of  fire  insurance  rating  from  a  guess 
to  a  science.  Partially  successful  schedules  once  attained,  they  have 
furnished  a  medium  or  agency  for  the  application  of  the  same  with 
the  least  cost.  One  of  their  greatest  services  has  been  the  creation 
of  uniformity  in  charges  and  the  prevention  of  discrimination  be- 
tween localities,  classes  of  risks,  kinds  of  policies  and  persons.  They 
have  eliminated  the  rate-wars  previously  referred  to,  with  their 
demoralization  of  business  and  deterioration  in  the  value  of  the 
insured's  policy.  They  have  attempted  the  classification  of  loss 
statistics,  although  this  activity  never  reached  adequate  importance 
until  1914,  when  the  National  Board  of  Fire  Underwriters  again 
interested  itself  in  the  subject  of  rates.  Through  the  medium  of 
certain  associations  standard  tables  have  been  adopted  for  quoting 
rates  on  insurance  for  a  term  of  less  than  one  year,  known  as  short- 
rate  tables.  The  fire  insurance  associations  have  also  been  instru- 
mental in  the  adoption  of  a  standard  fire  policy,  the  meaning-  of 
which  has  been  largely  settled  by  the  courts,  and  the  adoption  of 
standard  endorsements  and  clauses  adequate  to  meet  exceptional 
circumstances. 

3.  General  Results.  In  addition  to  the  above,  the  establish- 
ment of  associations  has  had  certain  beneficial  results  difficult  to 


,y  Google 


Fikb  Insurance  181 

classify,  such  as  the  elimination  of  objectionable  practices,  expul- 
sion from  the  business  of  undesirable  members,  mutual  counsel, 
mutual  assistance  and  prevention  of  and  protection  against  fire. 

Development  of  the  Principle  of  Competition 

The  Common  Law.*  In  the  absence  of  anti-trust  statutes,  or 
where  these  laws  have  been  held  not  to  apply  to  combinations  of 
insurance  companies,  the  common  law  is  available  for  the  redress  of 
real  or  fancied  public  grievances.  For  many  years  this  was  the 
only  protection  in  some  states  against  combinations  prejudicial  to 
general  interests  and  we  find  several  cases  of  proceedings  against 
underwriters'  associations  under  the  common  law.  Its  principle,  in 
brief,  is  that  any  agreements  in  restraint  of  trade  which  are  against 
public  policy  are  void  and  unenforceable.  They  are  sometimes 
called  "illegal"  but  only  in  the  above  sense,  it  is  generally  admitted. 
Every  case  brought  under  the  common  law  must,  therefore,  be 
judged  in  the  light  of  the  attendant  circumstances.  Does  the  asso- 
ciation unduly  restrain  trade  or  is  it  contrary  to  public  policy? 
Full  discussions  of  the  application  of  this  principle  to  various  other 
businesses  can  be  found  elsewhere*  and  we  may  consider  here  only 
cases  directly  involving  fire  insurance. 

The  general  principle  stated  above  was  upheld  by  the  court  in 
a  comparatively  recent  casein  the  following  words:  "The  most  that 
can  be  said  as  to  the  combination  to  fix,  regulate  and  control  the 
business  of  fire  insurance  in  the  city  of  Newport  News  is  that  it  was 
an  agreement  in  restraint  of  trade.  But  agreements  merely  in 
restraint  of  trade  are  not  illegal  in  the  sense  that  they  are  either 
indictable  or  actionable."  *  In  another  case  a  party  to  an  agree- 
ment complained  when  its  terms  were  applied  to  him  but  the  court 
refused  him  aid  inasmuch  as  he  had  "caused  the  injury  of  which  he 
complained  by  his  unlawful  acts."  ' 

Associations  of  fire  underwriters  have  been  attacked  on  the 

*  For  a  more  detailed  co moderation  of  cases  involving  fire  underwriters'  asso- 
ciations see  the  author's  Fir*  Underwriters'  Associations  in  lilt  United  States, 
Chronicle  Co.  Ltd.,  N.  Y.,  1916,  pp.  53-65. 

'See  Report  of  Commissioner  of  Corporations,  1815,  on  "Trust  Laws  and  Un- 
fair Competition." 

•  Harris  c.  Commonwealth,  73  S.  E.,  p.  663. 
'  Beechley  «.  Muhille,  102  Iowa  602. 
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ground  of  public  policy,  and  under  such  circumstances  it  was 
necessary  to  show  that  unreasonable  restraint  affecting  the  public 
interest  was  exercised  or  that  insurance  should  be  considered  an 
article  of  necessity.  The  view  that  insurance  is  affected  with  a 
public  interest  is  well  supported,  but  there  is  little  ground  for  con- 
sidering it  an  indispensable  necessity  of  life.  Owing  to  the  difficulty 
of  showing  unreasonable  restraint  or  the  importance  to  the  public 
of  fire  insurance,  actions  under  the  common  law  have  not  been  very 
successful,  although  in  some  cases  the  courts  have  held  certain  acts 
of  associations,  such  as  regulating  the  intercourse  of  members,  pro- 
hibiting members  from  having  more  than  two  agents  in  congested 
districts  of  a  city,  requiring  the  cancellation  of  risks  written  at 
other  than  the  board  rates,  etc.,  to  be  contrary  to  public  policy, 
void  and  illegal. 

Anti-Trust  Statutes.*  With  the  development  of  the  antipathy 
to  the  so-called  "trusts"  came  the  enactment  of  laws  forbidding  in 
general  terms  combinations  which  were  designed  to  regulate  com- 
petition or  enhance  or  maintain  prices.  These  laws  were  applicable 
to  "trade,"  "commerce,"  "business,"  "dealings  in  commodities," 
etc.,  and  the  question  soon  arose  of  whether  or  not  insurance  might 
be  considered  within  the  scope  of  such  expressions. 

In  several  cases  it  was  held  that  insurance  could  not  be  con- 
sidered "trade  "  or  a  "  commodity"  in  the  sense  in  which  those  words 
were  used  in  the  statutes  and  that  only  by  a  strained  construction 
could  it  be  included  within  the  term  "commerce."  The  effect  of 
such  decisions  was  avoided  in  Texas  by  the  insertion  in  the  statute 
of  the  word  "business."  To  include  insurance  within  their  juris- 
diction the  laws  referred  to  would  have  had  to  be  very  specific  and 
accurate  in  wording,  and  being  designed  to  have  a  broad  applica- 
tion, this  they  seldom  were.'  There  is  still  doubt  in  some  states  as 
to  whether  or  not  laws  of  this  type  are  applicable  to  insurance  or 
not.  Thus  the  secretary  of  state  is  of  the  opinion  that  the  anti- 
trust law  of  Mississippi  may  be  so  construed.1" 

'  For  citations  of  laws  of  this  nature  grating  in  at  least  thirty  states  on  Jan- 
uary 1,  1914,  and  court  cases  which  have  arisen  under  the  same,  see  the  author's 
Fire  Underwriter*'  Auodatumt  in  (AS  United  State*,  pp.  65-66. 

1  For  citations  of  cases  involving  these  points  see  Fire  Underwriter^  Auac- 
iation*  in  the  United  State*,  pp.  55,  66. 

"  Spectator  Co.,  Fire  Insurance  I/tw,  Taxet,  Feet,  1916,  p.  128. 
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Anti-Compact  Laws."  Since  it  was  doubtful,  to  say  the  least, 
whether  insurance  ought  be  considered  as  within  the  scope  of  a 
general  anti-trust  statute,  laws  specifically  enumerating  insurance 
as  a  subject  for  legislation  were  passed  which,  in  brief,  forbade  any 
combination  or  agreement  for  the  purpose  of  regulating  or  fixing 
the  "price  or  premium  to  be  paid  for  insuring  property  against  loss 
or  damage  by  fire."  Since  the  power  to  regulate  insurance  does 
not  rest  with  the  federal  government,  combinations  to  fix  rates  on 
business  written  within  the  state  are  valid  subjects  for  the  exercise 
of  state  powers,  and  in  one  case  the  court  held  such  regulation  of 
business  to  be  a  proper  exercise  of  the  police  power.  The  state  may 
expel  from  its  territory  companies  which  unlawfully  participate  in 
pools  and  combinations.  Briefly  summarizing  the  decisions  on  the 
validity  of  state  action,  they  are  to  the  effect  that  anti-compact 
laws  do  not  violate  state  or  federal  constitutional  provisions  em- 
bodying right  of  contract,  "equal  protection  of  the  laws"  and  "due 
process  of  law." 

Various  devices  have  been  invented  to  evade  the  effect  of  such 
legislation,  but  with  little  success.  Where  agents  formed  an  asso- 
ciation the  rules  of  which  required  the  stamping  of  policies  for  the 
purpose  of  supervising  rates  and  where  an  independent  rater  sold 
to  the  companies  rates  which  were  maintained  by  having  policies 
pass  through  a  "stamping  department"  the  courts  held  that  these 
were  illegal  attempts  to  evade  the  spirit  of  the  law.11  No  tendency 
to  limit  the  application  of  these  laws  is  apparent,  as  in  1912  com- 
binations to  maintain  rates,  denned  by  law  as  "trusts,"  were  again 
held  to  be  unlawful.11 

Dejecta  of  Competition  as  a  Basis  for  Rates.  All  of  the  laws 
which  have  been  thus  far  considered  have  had  as  their  basic  prin- 
ciple the  idea  that  equitable  rates  and  public  benefit  could  be 
secured  by  repressing  rates  through  competition.  All  actions 
against  associations  under  the  common  law,  under  anti-trust 
statutes,  and  under  laws  prohibiting  agreements  regarding  rates 
to  be  charged,  were  designed  to  keep  insurers  in  a  contest  where 
u  For  citations  of  laws  and  cases  see  Fire  VnderarUsn'  Association*  in  the 
United  Stat*,  pp.  67-69. 

tSi  "State  v.  Aetna  Ids.  Co.,  160  Mo.  113  (1899)  and  State  s.  Firemen's  Fund 
Ins,  Co.,  162  Ho.  1  (1899). 

»  State  v.  American  Surety  Co.,  136  N.  W.  365  (1912). 
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survival  would  require  rates  from  which  the  insured  might  tempo- 
rarily benefit.  They  were  constant  incentives,  not  to  uniformity  in 
rates,  but  to  diversity.  The  assumption  of  the  beneficence  of  com- 
petition in  fire  insurance  rates  is  far  from  correct  when  considered 
in  the  light  of  the  history  of  the  business. 

1.  In  the  competitive  struggle  perpetuated  by  such  laws  it  is 
not  possible  for  policyholders,  generally  and  as  a  class,  to  benefit. 
There  are  numerous  property  owners  offering  risks  of  such  magni- 
tude that  their  acquisition  measurably  swells  the  business  of  the 
company,  and  just  as  a  manufacturer  puts  forth  more  effort  to 
obtain  a  large  contract  than  a  small  one,  so  insurance  companies, 
in  the  competitive  state,  offer  greater  inducements  in  order  to  obtain 
a  large  risk  than  they  would  to  obtain  a  small  one.  As  in  the  rail- 
road business  under  competitive  rates  the  small  shipper  was  dis- 
criminated against  in  favor  of  the  large,1*  so  in  the  fire  insurance 
business  under  competitive  rates  the  small  property  owner  is  dis- 
criminated against  in  favor  of  the  large.  Not  only  does  the  small 
property  owner  reap  no  benefit  from  the  competition,  but  the 
premiums  he  pays  must  be  sufficient  to  make  up  any  deficiencies 
in  the  premium  collections  from  large  property  holders. 

2.  Unrestrained  competition  may  also  otherwise  adversely 
affect  the  insured.  The  commodity  which  he  purchases,  indemnity 
for  possible  loss,  is  not  delivered  upon  payment  of  the  premium  but 
some  time  subsequently.  When  one  is  likely  to  call  upon  a  corpora- 
tion to  deliver  something  in  the  future  it  is  not  desirable  to  so  weaken 

.  that  corporation  as  to  make  fulfilment  of  its  contract  doubtful;  it  is 
rather  to  the  buyer's  best  interest  to  promote  its  solvency.  Yet  the 
periods  of  unrestrained  competition  in  the  past  have  been  fruitful 
eourcea  of  fire  insurance  failures.  As  stated  by  the  New  York 
Legislative  Investigating  Committee,  "The  universal  effect  of  such 
periods  of  open  competition  wherever  and  whenever  they  have 
occurred  has  been  a  cutting  of  rates  to  a  point  that  was  below  the 
actual  cost  of  the  indemnity The  effect  on  all  com- 
panies is  weakening."  u 

3.  It  has  been  argued  that  since  competition  is  esteemed  a 

»  Hadley,  Railroad  Transportation,  1SS5.  Johnson  and  Van  Metre,  Prin- 
ciple* of  Railroad  Tnmrportation,  p.  511. 

"1911,  p.  41.     See  alio  report  of  Illinois  Commission,  19 
Legislative  Committee,  1913. 
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satisfactory  method  for  obtaining  equitable  prices  in  such  indus- 
tries as  the  grocery  business  or  the  shoe  business  there  is  no  reason 
for  not  so  regarding  it  in  fire  insurance.  This  ignores  a  fundamental 
difference  between  insurance  and  the  kinds  of  business  mentioned. 
In  the  grocery  or  shoe  business  there  has  never  been  a  general 
recognition  of  the'  principle  that  prices  should  be  based  on  cost; 
on  the  contrary  it  is  well  recognized  that  they  are  frequently  not 
so  determined.  In  nearly  every  discussion  of  fire  insurance  pre- 
miums, on  the  other  hand,  we  find  references  to  the  desirability  of 
having  the  "premiums  commensurate  with  losses,"  "rates  based 
upon  the  amount  of  hazard,"  "equity  between  localities"  and 
similar  expressions  inferring  that  rates  should  vary  with  losses  and 
expenses.1*  Even  in  other  lines  of  business  where  cost  does  more 
or  less  enter  as  a  price  factor  the  cost  is  definitely  known  in  advance 
and  prices  may  be  fixed  conformably.  In  insurance  the  cost  can 
only  be  estimated  in  .advance,  on  the  basis  of  experience;  "it  does 
not  stare  the  underwriter  in  the  face  in  the  same  way  that  the 
buying  price  of  sugar  confronts  the  grocer."  "  Consequently,  under 
the  stress  of  competition,  the  underwriter  is  more  likely  to  reduce 
premiums  below  costs  than  the  grocer  to  reduce  Belling  prices 
below  costs. 

4.  Ill  the  struggle  for  business  which  ensues  upon  the  inaugura- 
tion of  rate  competition  it  is  but  natural  for  the  insurance  company 
to  avail  itself,  not  only  of  rate  reductions  but  of  another  almost 
equally  effective  inducement  in  securing  business — increased  com- 
missions to  agents  and  brokers.  Thus  the  small  insured,  who 
derives  no  benefit  from  competition,  sees  himself  constrained  to 
contribute  more  in  order  to  meet  the  increased  cost  of  doing  busi- 
ness entailed  by  it.  As  stated  in  the  New  York  report,  "  Competi- 
tion, therefore,  in  fire  insurance  has  acted  badly  both  as  regards 
rates  and  expenses,  but  in  different  ways.  It  has  driven  rates  too 
low  and  expenses  too  high."  u 

5.  Finally,  unrestrained  competition,  under  present-day  con- 
ditions, leads  ultimately  to  monopoly  through  the  elimination  of 
the  weak  or  unfortunate  and  the  survival  of  a  few  large  and  strong 

11  See  «.  a.,  conclusion  of  Illinois  Investigating  Commission,  1911,  that  the 
fire  insurance  rate  is  a  tax. 

11  Report  of  the  New  York  Legislative  Investigating  Committee,  1911,  p.  42. 
'*  Report  of  Joint  Committee  to  Iraettigate  Insurance,  Feb.,  1911,  p.  94. 
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companies.  A  theory  that  prices  tend  toward  costs  is  only  partially 
true  in  a  business  where  a  good  portion  of  expenses  continue  whether 
risks  are  written  or  not.  It  is  true  that  when  premiums  rise  and 
profits  increase  additional  capital  is  attracted  to  the  business  and 
profits  cease  to  rise;  but  the  opposite,  that  when  prices  fail  below 
costs  competition  for  business  will  cease  and  prices  tend  to  rise  does 
not  necessarily  follow.  For  while  competition  for  business  at  low 
rates  may  involve  loss,  not  to  compete  often  involves  greater  loss. 
Thus  whether  a  company  writes  a  risk  at  a  low  rate  or  not  certain 
expenses  of  the  business,  such  as  maintaining  agencies  and  a  force 
of  special  agents  and  operating  a  home  office  continue,  and  they 
may  form  20  per  cent  of  all  expenses.  It  is  better  to  receive  tX  in 
premium,  although  loss  and  expenses  aggregate  $1.05,  than  to 
receive  no  premium  and  pay  20  cents  fixed  expenses.  Continuance 
of  all  business  at  a  loss,  of  course,  must  ultimately  result  in  failure 
and  such  has  been  the  fate  of  many  fire  insurance  companies. 

Fubtheb  Development  of  Cooperation 

While  the  contest  proceeded  between  cooperation  on  the  one 
hand,  represented  by  the  associations,  and  competition  on  the 
other,  represented  by  the  anti-trust  and  anti-compact  lays,  some 
states  departed  from  the  line  of  procedure  which  had  previously 
been  followed;  a  departure  which  was  extremely  significant,  not 
merely  by  reason  of  the  type  of  law  adopted  but  because  of  the 
relinquishment  of  the  principle  of  competition.  All  the  legislation 
thus  far  considered  asserted  in  effect  that  there  should  be  no  com- 
bination, that  each  company  should  charge  its  own  rates,  that 
competition  would  determine  their  equity.  Since  under  such  con- 
ditions two  different  companies  might  quote  different  rates  on  the 
same  risk,  the  states  were  saying  in  effect  that  there  should  be  no 
measurement  of  hazard.  Rates  were  to  approximate  costs,  not  by 
measurement  but  by  competition.  A  new  era  of  legislation  had 
begun  in  some  states,  however. 

Laws  Requiring  the  Filing  of  Rates.  For  example  laws  were 
passed  requiring  corporations  doing  business  in  the  state  to  file  a 
schedule  of  rates  with  a  state  authority  and-requiring  uniform  pre- 
miums for  all  risks  written  under  the  same  schedule.  A  common 
expert  might  be  employed  to  inspect  and  rate  risks  and  advise  the 
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rates  to  be  charged.19  These  are  important  simply  as  examples  of 
permission  to  cooperatively  determine  rates. 

Laws  Providing  for  Revision  of  Rates.  A  second  type  of  law 
required  the  filing  of  rates  with  the  superintendent  of  insurance  and 
invested  him  -with  power  to  order  changed  excessive,  unreasonable 
or  inadequate  rates.  Schedules  and  local  tariffs  were  to  be  open 
to  the  inspection  of  the  public  and  local  agents  were  required  to 
exhibit  copies  of  the  same.  An  appeal  from  the  decision  of  the 
superintendent  respecting  rates  might  be  taken  to  the  district 
courts  of  the  state."  These  laws  made  it  illegal  to  give  special 
rates  on  any  property  not  given  to  other  property  of  equal  hazard 
or  to  discriminate  between  persons.  The  title  of  one,  for  example, 
was  *  "  An  act  relating  to  fire  insurance  and  providing  for  the  regula- 
tion and  control  of  rates  of  premium  thereon,  and  to  prevent  dis- 
crimination therein."  The  state  is  now  on  the  road  toward  acknowl- 
edging the  good  features  of  cooperation;  it  realizes  that  a  company 
should  not  discriminate  between  two  equal  risks  and  there  only 
remains  to  be  recognized  the  absurdity  of  two  companies  differing 
in  rates  on  the  same  risk.  The  objectionable  feature  ■of  the  law  to 
the  companies  was  the  extreme  power  seemingly  Vested  in  the 
insurance  commissioner.  This  phase  of  the  subject  is  discussed 
later. 

.State  Rating  Acts.  Legislation  of  a  more  radical  type  speedily 
followed  the  laws  providing  for  revision  of  rates,  in  the  form  of 
acts  which  create  state  commissions  with  power  to  actually  fix  rates 
in  the  first  instance  which  shall  be  charged  by  the  companies.  The 
most  noteworthy  example  of  such  a  law  is  that  of  Texas.*1  In 
the  words  of  the  Insurance  Commissioner  of  Texas:** 

If  the  state  has  the  final  say  in  the  rate-making  business,  then  I  see  no  reason 
why  the  state  should  not  make  the  rate  in  the  first  instance.  We  have  state- 
made  rates  for  fire  insurance  companies.  We  have  a  regular  factory  for  making 
these  fire  insurance  rates.  The  employes  in  that  factory  devote  their  entire  time 
and  attention  to  the  study  of  the  rate-making  business.  We  have  very  experi- 
enced men  employed'  in  the  department,  about  twenty-five  in  number,  there 

"See  e.  a.,  Arkansas,  Laws  1913,  Act  159. 

"Kansas,  e.  p.,  Laws  1909,  Chap.  162. 

u  Texas,  Laws  1910. 

*■  National  Convention  of  Insurance  Commissioner*,  September,  1915,  p.  162. 
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being  appropriated  $100,000  annually  for  the  payment  of  the  expense*  of 

An  act  enabling  similar  action  in  Kentucky  was  the  cause  of 
considerable  difficulty  in  1912,  which  will  be  referred  to  later. 

Criticism  of  State  Rating  Acts.  The  dissatisfaction  of  the  com- 
panies with  the  Kansas  act  providing  for  a  revision  of  rates  by  the 
insurance  commissioner  afforded  an  opportunity  for  the  most 
important  of  recent  decisions  affecting  fire  insurance  rates.11  The 
law  was  attacked  in  the  courts  on  the  ground  that  fire  insurance 
was  a  business  of  a  private  nature  and  that  the  law  consequently 
was  unconstitutional,  amounting  to  an  interference  with  the  right 
of  private  contract,  guaranteed  by  the  Fourteenth  Amendment. 
The  majority  decision  held  that  "a  business,  by  circumstances  and 
its  nature,  may  rise  from  private  to  be  of  public  concern,  and  be 

subject,  in  consequence,  to  governmental  regulation 

Contracts  of  insurance,  therefore,  have  greater  public  consequence 
than  contracts  between  individuals  to  do  or  not  to  do  a  particular 
thing  whose  effect  stops  with  the  individuals.  .  .  .  .  It  is, 
therefore,  within  the  principle  we  have  announced."  u  The  act  in 
question  was  consequently  held  to  be  a  valid  exercise  of  the  police 
power  of  the  state.  A  strong  dissenting  opinion  deplored  the  possi- 
bility so  created  of  opening  the  way  to  state  price-fixing  with  respect 
to  many  qther  kiuds  of  articles  and  service. 

But  the  acts  which  provided  for  rates  actually  made  by  the 
state  occasioned  the  greatest  consternation  in  the  insurance  fra- 
ternity, the  results  of  which  were  most  strongly  evidenced  in  the 
case  of  Kentucky,  where  such  a  law  was  passed  in  1912.  After 
suggesting  that  this  power  be  given  to  the  Insurance  Commissioner 
rather  than  to  a  state  commission  the  companies  threatened  to 
withdraw  from  the  state  in  a  body.  By  March  9,  1914,  twenty 
companies  are  reported  to  have  withdrawn  and  by  March  10, 
forty-seven  companies  had  left  the  state.  Meanwhile  several 
events  had  concretely  illustrated  the  prime  necessity  of  fire  insur- 
ance. A  $150,000  fire  occurred  at  Hodgensville  in  which  twenty- 
three  buildings  were  destroyed  while  covered  by  only  550,000 
insurance.    Most  of  the  owners  were  unable  to  build  without  reim- 

*>  German  Alliance  Ins.  Co.  v.  Barnes,  189  Fed.  769  (1011),  and  German 
Alliance  Ins.  Co.  r.  Lewis,  34  Sup.  Ct.  612. 

u  German  Alliance  Ins.  Co.  v.  Lewis,  pp.  618,  619,  620. 
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bursement  for  their  losses  or  borrowing,  and  they  were  unable  to 
obtain  loans  without  insurance  protection.  Louisville  banks, 
anxious  about  the  security  for  their  loans,  began  to  inquire  how 
much  insurance  was  carried  by  their  borrowers,  how  much  matured 
each  month,  and  what  arrangements  for  its  renewal  had  been  made. 
Loans  were  outstanding  on  storage  receipts  representing  alcoholic 
liquor  in  bond  to  the  amount  of  approximately  $162,000,000.  The 
banks  desired  these  loans  liquidated  if  further  insurance  could  not 
be  obtained.  Commercial  credit  was  restricted  by  banks,  whole- 
salers and  manufacturers.11  The  pressure  by  business  interests  was 
bo  great  that  it  was  necessary  to  hold  a  conference  to  determine 
upon  concessions  which  would  enable  the  companies  to  resume 
business,  and  in  June,  1914,  an  agreement  to  the  following  effect  was 
reached:  (1)  Suit  would  be  entered  to  test  the  constitutionality  of 
the  law  and  the  Insurance  Board  would  not  enforce  the  provisions 
of  the  act  until  the  question  of  constitutionality  had  been  decided 
by  the  courts,  (2)'  a  committee  should  be  appointed  to  make  a 
study  of  rate  laws  with  a  view  to  formulating  legislation  on  this 
subject,  (3)  all  companies  which  had  withdrawn  from  the  state 
were  to  be  permitted  to  resume  business  there  without  penalty, 
(4)  rates  would  be  reduced  by  the  companies'  Actuarial  Bureau 
wherever  improvements  were  made,  and  (5)  a  Business  Men's  Com- 
mittee guaranteed  the  faithful  execution  of  the  agreement.  The 
companies  accordingly  returned  to  Kentucky  and  the  Circuit  Court 
on  June  12  held  the  act  to  be  unconstitutional. 

The  following  arguments  have  been  advanced  as  showing  the 
inadvisability  of  a  state  rating  law.  Some  of  them  also  apply  to 
laws  permitting  the  state  to  revise  rates. 

1.  They  interfere  with  freedom  of  contract  in  a  business  which 
is  of  a  private  and  not  a  public  nature. 

2.  It  is  unfair  for  the  state  to  limit  the  amount  which  the  com- 
panies may  collect  in  premiums,  without  guaranteeing  them  against 
loss. 

3.  It  is  unfair  to  require  the  companies  to  contribute  by  taxa- 
tion to  a  state  rating  board  which  may  be  of  no  benefit  to  them  or 

*  See  the  insurance  periodicals  of  this  period,  for  instance,  the  United  State* 
Senate,  March  12,  28,  April  23,  30,  1914.  A  very  similar  situation  developed  in 
South  Carolina  in  1915-1916,  the  outcome  of  which  remain*  to  be  seen. 
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the  public  and  may  be  more  costly  than  their  own  private  method 
of  fixing  rates. 

4.  Political  influence  may  exert  a  power.*  In  this  connection 
the  words  of  the  insurance  commissioner  of  a  state'  where  a  rating 
law  is  in  force  are  interesting.  "The  law  should  be  framed  so  as  to 
eliminate  politics  from  the  board.  If  they  can  keep  politics  out  of 
the  board,  in  my  opinion  the  system  will  be  a  success."  M 

5.  State  management  is  usually  inefficient.  This  argument 
(often  merely  a  broad  assertion)  may  be  dismissed  immediately,  as 
being  no  more  applicable  to  insurance  than  any  other  subject,  even 
if  true,  which  is  open  to  question. 

6.  The  inequalities  and  lack  of  relation  present  in  state  and 
local  taxation  afford  a  presumption  that  the  fire  tax  will  be  improp- 
erly distributed  under  the  state's  supervision. 

7.  If  the  state  assumed  entire  control  of  the  business  it  could 
not  accomplish  its  objects  judging  from  the  failure  of  state  insur- 
ance in  other  countries  to  reduce  rates  or  yield  a  profit.  What  can 
be  accomplished  then  by  merely  fixing  rates,  except  to  make  the 
companies  bear  the  unjust  burden  of  any  losses  which  may  result? 

8.  Average  and  distribution  are  bases  of  fire  insurance  and  rates 
cannot  be  correctly  or  safely  fixed  without  them.  Bates  should, 
therefore,  not  be  founded  on  the  experience  of  a  single  state.  Never- 
theless, the  city  of  Austin,  Texas,  appealed  to  the  State  Insurance 
Board  for  a  reduction  of  rates  on  the  ground  that  the  rates  of  Austin 
should  be  fixed  upon  the  city's  own  experience  and  that  citizens  of 
Austin  should  not  be  taxed  to  pay  for  fire  losses  elsewhere. 

A  statement  of  a  state  fire  insurance  commission  claims  the 
following  advantages  for  a  state  rating  law: 

1.  The  elimination  of  discriminations  in  favor  of  the  large 
insurer  and  in  favor  of  certain  localities  and  classes  of  risks. 

2.  A  reduction  in  insurance  rates: 

(a)  By  improvements  in  cities  causing  reductions  in  their 

key  rates. 

(b)  By  improvements  in  individual  risks. 

(c)  By  the  removal  of  unnecessary  hazards  and  the  reduc- 

tion of  hazards  necessary  to  the  risk. 

(d)  By  elimination  of  faults  of  management. 

"John  S.  Patterson,  Texas,  Nat.  Cone,  of  Itu.  Commigtumert,  September, 
1JH5,  p.  168. 
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(e)  By  preventing  insurance  companies  from  advancing  rates 
when  temporary  conditions  and  bad  losses  in  certain 
localities  make  them  desire  to  do  so. 

3.  Stability  of  rates  and  schedules  and  accessibility  of  informa- 
tion regarding  the  process  of  ratemaking. 

Several  obvious  comments  may  be  made  regarding  these 
claims.  The  desirability  of  the  elimination  of  discrimination  cannot 
be  disputed  nor  the  ability  of  the  state  to  accomplish  this  denied. 
Improvements  in  cities,  in  individual  risks  and  in  conditions  sur- 
rounding risks,  however,  could  and  did  take  place  before  the  state 
rating  system  was  ever  in  effect.  The  rating  schedules  used  by  the 
companies  provided  allowances  for  such  improvements.  With 
reference  to  the  success  in  preventing  rate  advances,  it  is  hard  to 
see  any  equity  in  preventing  advances  in  rates  if  such  advances  are 
justified.  Information  regarding  rate-making,  however,  is  due  the 
public,  and  it  is  unfortunate  that  fire  insurance  rating  bureaus, 
local  boards  and  associations  did  not  sooner  realise  the  necessity  of 
a  campaign  of  education. 

The  principal  advantages  of  the  state  rating  acts  were  that 
they  fully  admitted  the  necessity  of  having  but  one  rate  for  each 
risk,  thereby  endeavoring  to  secure  the  same  result  as  the  advocates 
of  cooperation,  and  second,  the  removal  of  certain  evils  which  had 
existed,  and  with  which  cooperation  had  not  sufficiently  developed 
to  cope.  But  it  is  also  evident  that  the  possibility  exists  in  state 
rating  laws  for  evils  fully  as  serious  as  those  which  are  removed, 
especially  political  corruption,  ignoring  the  principle  of  average  and 
inadequate  rates.  It  is,  therefore,  legitimate  to  inquire  whether 
equally  great  benefits  might  not  be  obtained  from  legislation  of 
another  character. 

Regulative  Statutes.  At  about  the  time  state  rating  acts  were 
being  considered  in  Texas  and  Kentucky,  a  New  York  legislative 
committee  transmitted  a  report  recommending  that  the  companies 
•  be  allowed  to  continue  cooperative  rating  under  the  regulation  of 
the  state,  and  in  1911  a  law  was  paased  with  the  following  important 
provisions:*7 

1.  Corporations,    associations    and    bureaus    for   suggesting, 

"  New  York,  Laws  1909,  as  amended  by  Laws  of  1911,  Chap.  480,  and  Laws 
1912,  Chap.  176, 
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approving  or  making  rates  to  be  used  by  more  than  one  underwriter 
are  required  to 

(a)  File  with  the  insurance  commissioner  their  articles  of 

agreement,  by-laws  and  a  statement  of  the  names  and 
addresses  of  members. 

(b)  Submit  to  supervision  and  examination  by  the  insurance 

commissioner  at  his  discretion  and  at  least  triennially. 

(c)  File  rates  and  schedules  at  the  request  of  the  commis- 
•  sioncr. 

(d)  Keep  records  of  proceedings  and  furnish  the  insured 

with  information  as  to  his  rate  and  a  copy  of  the 
schedule  by  which  the  same  is  computed. 

(e)  Provide  means  for  hearing  interested  parties  before  the 

proper  committees. 
2.  Associations  and  bureaus  are  prohibited  from 

(a)  Discriminating  in   rates;  the   commissioner  may  hear 

cases  and  order  discriminations  removed. 

(b)  Requiring  that  all  insurance  be  purchased  from  members 

of  such  organizations. 

(c)  Requiring  that  rates  quoted  depend  upon  the  placing  of, 

the  whole  or  a  specified  part  of  insurance  at  such  rates. 
A  certain  degree  of  progress  in  state  action  is  apparent  in  legis- 
lation of  this  nature,  which  permits  cooperation  by  insurers,  with 
its  attendant  advantages,  and  on  the  other  hand  prohibits  and 
adopts  moans  to  eliminate  the  abuses  which  have  existed.  In  1913 
two  other  states,  North  Carolina M  and  West  Virginia**  passed 
laws  identical  with  that  of  New  York,  although  North  Carolina 
has  since  added  a  provision  for  a  hearing  and  examination  of 
rates  and  a  decision  regarding  their  fairness,  leaving  correction  to 
be  accomplished  by  force  of  public  opinion.  But  even  more  impor- 
tant has  been  the  endorsement  by  the  National  Convention  of 
Insurance  Commissioners  of  the  idea  of  regulated  cooperation. 
One  of  its  committees,  after  an  investigation,  came  to  the  con-  ' 
elusions  that, 

1.  Rates  were  at  present  made  cooperatively. 

2.  This  cooperation  exists  in  spite  of  attempts  to  prohibit  it. 
"North  Carolina,  Laws  1913,  Chap.  146. 

M  West  Virginia,  Acta  1013. 
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3.  The  requirements  of  safety  and  economy  both  make  inap- 
plicable to  insurance  the  anti-monopoly,  anti-trust  and  anti-com- 
pact laws  looking  toward  unrestricted  and  open  competition. 

As  a  result  of  its  investigation  the  committee  submitted  for 
adoption  throughout  the  United  States  six  model  acts,10  as  follows: 

1.  An  act  similar  to  the  New  York  law  just  described,  providing 
for  supervision  and  examination  of  rating  bureaus. 

2.  An  act  prohibiting  discrimination  in  rates  and  any  require- 
ment that  the  whole  or  any  part  of  a  risk  be  placed  with  certain 
companies. 

3.  An  act  requiring  companies  to  maintain  and  cooperate  with 
a  public  rating  bureau,  with  equitable  apportionment  of  expenses 
and  equal  voice  in  its  actions. 

4.  An  act  requiring  a  written  survey  of  each  risk  specifically 
rated  by  schedule. 

Two  other  bills,  favored  by  a  number  of  the  committee  mem- 
bers, were  not  adopted  by  the  committee  as  a  whole,  viz : 

5.  Prohibiting  agreements  between  companies  except  such  as 
are  permitted  by  law,  and 

6.  Authorizing  the  insurance  commissioner  to  review  rates  and 
correct  the  same,  subject  to  court  review. 

The  latter  two  acts  are  in  the  nature  of  concessions  to  existing 
legislation,  and  as  such  a  compromise  with  the  principle  of  coopera- 
tion with  regulation. 

A  report  to  the  National  Convention  in  April,  1915,"  indicated 
that  the  first  of  these  laws  was  in  existence  prior  to  1915  in  six 
states,  and  was  enacted  in  three  additional  states  by  April,  1915. 
Laws  prohibiting  discrimination  n  were  in  force  prior  to  1915  in  ten 
states  and  three  additional  acts  of  this  nature  were  passed  by  April, 
1915.  Act  No.  3  had  been  passed  in  two  states  by  April,  1915. 
Massachusetts  and  North  Carolina  laws  provide  for  a  general  review 
of  all  rates  with  only  the  power  to  make  recommendations.  Kansas, 
Kentucky  and  Minnesota  have  laws  authorizing  the  insurance  com- 
missioner to  review  rates  made  by  the  companies  and  order  the 
proper  rate  substituted.    Missouri  authorizes  the  insurance  super- 

"  National  Convention  of  Insuranoe  Commissioners,  December,  1914,  Pro- 
ceedings, pp.  19-24. 

«  N.  C.  of  I.  C,  April,  1915,  Proceeding,  pp.  11-12. 
**  Hot  all  following  the  model  bill. 
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intendent  to  order  rate  reductions  which  will  insure  only  a  reason- 
able profit  to  the  companies.  Oklahoma  delegates  similar  power  to 
an  insurance  board.  New  Hampshire  has  long  had  a  law  enabling 
the  insurance  commissioner  to  review  rates  and  fix  a  reasonable  rate 
at  which  companies  are  required  to  write  business  under  penalty  of 
a  fine.  Although  existing  laws  are  difficult  to  classify  because  of  the 
variety  of  their  provisions,"  the  following  table*4  shows  approxi- 
mately the  legislative  situation  with  respect  to  fire  insurance  rates 
and  rating  associations  at  the  present  time.  Column  A  contains 
the  names  of  states  having  an  anti-compact  law,  forbidding  com- 
panies Or  agents  from  combining  to  fix  rates.  Column  B  enumerates 
the  states  in  which  an  act  providing  for  the  supervision  and  exam- 
ination of  rate-making  bureaus  and  associations  is  in  force.  Column 
C  shows  the  states  in  which  there  is  an  act  prohibiting  discrimina- 
tion in  fire  insurance  rates.  Column  D  indicates  the  existence  of 
acts  requiring  companies  to  be  members  of  a  rating  bureau.  Column 
E  shows  the  various:  state  acts  permitting  agreements  between  com- 
panies relative  to  rates,  subject  to  the  approval  of  the  insurance 
commissioner.  Column  F  shows  the  existence  of  acts  providing  for 
the  making  of  rates  by  the  state.  Column  G  indicates  the  acts 
which  authorize  representatives  of  the  state  or  state  officials  to 
revise  or  compel  revision  of  rates  made  by  the  companies. 
A"  B  V  D  E  F  Q 


Ala" 

Aril. 

Aris. 

Ark. 

Ark." 

Ga. 

Da. 

Idaho 

Idaho 

Idaho 

Idaho 

Idaho 

Idaho         

Iowa 

Iowa 

Iowa 

Iowa 

Kan 

Tfnn 

......        ir»n 

Ky. 

Ky. 

Ky. 

Ky. 

Ky. 

La. 

La. 
Mass.* 

Mich.' 

Mich. 

Mich. 

Mich. 

Mich* 

Minn 

Minn 

Minn. 

Minn, 

Mifls. 

"  For  instance  in  Iowa  the  old  anti-compact  law  was  allowed  to  remain  on 
the  statute  books  and  in  addition  acts  similar  to  the  model  bills  Nos.  1,  2,  3,  4, 
and  6  were  passed.  In  certain  states  some  authorities  still  hold  the  anti-trust 
statutes  to  apply  to  insurance  companies. 

M  Compiled  from  replies  to  inquiries  sent  to  the  state  insurance  departments. 
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A" 

B 

C" 

D                £ 

Mo. 

Mo. 

Mo. 
Mont. 

Neb. 

N.  Hamp 

N.J.» 

N.J. 

N.Y. 

N.Y. 

N.  Car. 

N.  Car. 

OkJa. 

Okla. 

Olda. 

Okla. 

Ore.' 

Penna. 

Penna. 

Penna.        Penna. 

S.  Car. 

8.  Car. 

S.Cw. 

8.  Dak.' 

Twin. 

Tex. 

Tex. 

Wash.' 

Wash. 

Waah. 

W.Va. 

W.Va. 

Wise." 

N.  Hamp.' 
N.J.' 

N.Y. 


1  In  Wisconsin  the  law  forbids  companies  from  firing  rates  and  requires  that 
they  be  fixed  by  local  boards,  composed  of  local  agents. 

1  Iii  South  Dakota  rates  are  made  by  a  general  inspection  company  and 
iMOOhrtJOW  illd  companies  must  Psi  affidavits  that  they  are  not  in  an  agreement 
to  maintain  rates. 

*  Inspection  bureaus  may,  however,  be  formed. 

*  Only  where  rates  are  discriminatory. 

*  A  board  constituted  to  hear  cases  and  make  recommendations — enforce- 
ment depends  upon  public  opinion. 

'  Only  where  the  rate  is  so  low  as  to  endanger  solvency. 
"  The  courts  have  held  combinations  illegal. 

*  Applies  only  to  companies  not  incorporated  in  the  state. 

*  Upon  complaint. 

"  Companies  are  compelled  to  pay  125  per  cent  of  any  loss  if  members  of  a 


u  Law  requires  all  rates  made  under  the  same  schedule  to  be  uniform. 

u  This  compilation  does  not  include  general  anti-trust  acts,  not  specifically 
enumerating  insurance,  which  exist  in  many  states,  as  previously  described. 
In  Illinois  a  fire  insurance  combination  is  now  being  prosecuted  by  the  insurance 
superintendent  under  such  a  law. 

a  This  compilation  does  not  include  so-called  anti-rebate  laws,  prohibiting 
agents  from  returning  to  purchasers  of  insurance  any  portion  of  their  commission 
for  writing  the  business. 

The  following  states  and  territories  have  no  legislation  of  the 
types  considered:  Alaska,  California,  Canal  Zone,  Colorado,  Con- 
necticut, Delaware,  District  of  Columbia,  Florida,  Hawaii,  Illinois, 
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Indiana,  Maine,  Maryland,  Nevada,  New  Mexico,  North  Dakota* 
Ohio,  Philippines,  Porto  Rico,  Rhode  Island,  Utah,  Vermont* 
Virginia,  Wyoming. 

Results  of  Regulative  Legislation 

The  tendency  during  the  past  two  years  has  been  unmistak- 
ably toward  a  type  of  legislation  which  recognizes  the  difficulties  of 
state  rate-making  and  on  the  other  hand  shows  appreciation  of  the 
light  of  the  public  to  be  protected  from  arbitrary  action  and  unnec- 
essary inequity.  The  advantages  of  a  statute  combining  the  prin- 
ciples of  private  cooperation  and  public  regulation  may  be  most 
concretely  shown  by  a  review  of  the  results  where  such  a  law  has 
actually  been  in  existence.11  One  of  the  oldest  laws  of  this  nature 
is  that  of  New  York,  passed  in  1911  after  a  very  thorough  investi- 
gation of  fire  insurance  conditions.  This  state  thereby  became  the 
leader  in  this  kind  of  fire  insurance  legislation  as  it  was  in  certain 
phases  of  life  insurance  legislation  some  years  ago.  The  results  of 
its  activity  were  as  follows: 

1.  As  shown  by  the  map  on  page  177  four  rate-making  asso- 
ciations operate  now  and  have  for  some  time  operated  in  New  York 
state.  One  of  the  results  of  delegating  the  power  of  supervision  to 
the  superintendent  of  insurance  was  to  bring  about  cooperation  and 
harmony  of  action  among  these  associations.  While  the  first  impulse 
in  this  direction  came  from  the  state,  the  associations  readily  re- 
sponded and  brought  about  many  reforms  on  their  own  initiative. 
Frequent  meetings  of  managers  of  the  respective  associations 
resulted  in  the  adoption  and  promulgation  of  uniform  rules,  prac- 
tices and  forms.  Thus  the  conditions  were  removed  which  occa- 
sioned the  statement  by  an  investigator  in  1913  that  "  no  one  person 
is  familiar  with  all  these  rules  and  until  recently  there  has  been  no 
systematic  attempt  to  collate  them."  M 

2.  Along  with  the  former  diversity  of  rules  went  non-uniformity 
in  rates.  A  second  beneficial  result  of  the  work  of  supervision  has 
been  to  gradually  eliminate  inconsistency  in  premium  charges. 
Variance  between  rates  on  risks  of  the  same  degree  of  hazard  but 

»  A  considerable  portion  of  the  data  for  the  following  statements  was  ob- 
tained from  a  letter  to  the  author  by  Hon.  J.  L.  Phillips,  Superintendent  of  Insur- 
ance of  New  York. 

"  See  Fire  Underwriter*'  Association*  in  Qui  United  State*,  pp.  41,  42. 
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located  in  the  jurisdiction  of  different  rating  associations,  inequali- 
ties in  rates  charged  by  the  same  association  on  similar  risks  in 
different  portions  of  its  territory  and  unjuBt  distinctions  between 
different  classes  of  risks  were  all  considerably  remedied.  It  is  stated 
that  it  was  not  necessary  to  make  frequent  application  of  the  power 
vested  in  the  superintendent  of  insurance,  its  mere  existence  accom- 
plishing the  desired  results  in  most  cases. 

3.  As  has  been  previously  stated  cooperation  has  been  a  status 
favorable  to  the  development  of  a  science  of  fire  rating,  one  of  the 
most  important  phases  of  which  development  was  the  supersedence 
of  "judgment  rating"  by  "schedule  rating."  The  New  York  law 
has  encouraged  this.  Dwelling  and  farm  schedules  have  been  de- 
vised with  the  resultant  advantages  of  schedule  rating,  all  of  which 
cannot  be  enumerated  here.*'  It  is  sufficient  to  say  that  thereby 
discrimination  is  more  surely  detected  and  avoided  and  property 
owners  are  made  more  fully  aware  of  the  deficiencies  of  their 
property.  Thus  the  law  seemingly  offers  no  check  to  the  preventive 
and  protective  functions  of  the  associations. 

4.  To  some  degree  the  law  has  resulted  in  satisfying  the  well- 
nigh  universal  desire  for  lower  rates.  During  the  first  few  years  the 
orders  to  remove  unfair  discriminations  resulted  in  a  considerable 
saving  in  premium,  to  an  amount  suggested  by  careful  estimates  as 
$1,000,000  per  annum.  In  many  cases  the  removal  of  discrimina- 
tions resulted  in  readjustments  which  lowered  some  rates  and 
advanced  others,  without  extensively  reducing  the  total  premium 
income  obtained  on  the  class  as  a  whole.  Unascertainabie  saving 
in  premiums  resulted  also  from  owners  remedying  property  defects 
which  were  indicated. 

Conclusion 
In  many  directions  the  legislators  have  sought  a  method  of 
removing  unsatisfactory  conditions  among  the  agencies  engaged  in 
fire  insurance  rating,  sometimes  recognizing  the  fundamental  prin- 
ciples governing  the  business  of  furnishing  indemnity,  but  often 
ignoring  or  being  ignorant  of  such  principles.  The  statutes  passed 
and .  considered  have  been  prompted  by  a  variety  of  motives  and 
have  had  a  variety  of  effects,  but  there  is  faintly  discernible  in 
early  years,  and  distinctly  apparent  in  later  years,  a  tendency  to 
"  See  F.  G.  Moore's  Union-sal  MeramiiU  Schedule,  p.  8. 
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recognize,  in  a  measure,  the  benefits  of  cooperation.  The  com- 
panies as  well  as  legislators  and  officials  have  made  mistakes,  but 
many  in  both  groups  seem  now  to  see  a  method  of  procedure  which 
affords  a  solution  of  the  difficulty.  One  of  the  principal  agencies  of 
late  years  in  bringing  about  a  more  rational  treatment  of  the 
problem  involved  has  been  the  National  Convention  of  Insurance 
Commissioners,  which  at  first  encouraged  the  study  of  public 
questions  and  recently  has  made  some  progress  toward  concerted 
state  action,  the  necessity  for  which  is  shown  by  the  variety  of  laws 
in  the  preceding  table.  Perhaps  through  this  association  some  of 
the  inconsistencies  of  legislation  may  be  removed. 

Eliminating  from  consideration  state  insurance,  which  is  not 
yet  seriously  considered  as  a  general  method  of  procedure  but 
rather  as  a  last  resource  not  yet  required  by  the  exigencies  of  the 
case  and  the  problem  of  acquiring  uniformity  of  state  action,  a 
partial  answer  to  which  is  furnished  by  the  National  Association  of 
Insurance  Commissioners,  two  phases  of  the  question  of  what 
agency  shall  make  fire  insurance  rates  are  apparent. 

1.  Shall  competition  or  cooperation  be  admitted  as  the  basis 
for  ratemaking?  This  question  appears  to  have  been  answered  in 
favor  of  cooperation.  This  paper  has  attempted  to  outline  the 
history  of  the  conflict  between  these  two  ideas,  to  indicate  the 
reasons  for  the  ineffectiveness  of  legislation  intended  to  enforce 
competition  and  to  show  that  a  second  and  different  problem  has 
now  appeared. 

2.  Is  the  public  interest  better  served  by  allowing  the  insurers 
to  fix  rates  under  regulatory  statutes  or  by  delegating  price-fixing 
powers  to  state  officials  under  state  rating  acts?  This  question  has 
not  become  a  distinctly  recognized  issue  because  it  is  possible  in 
the  United  States  for  two  radically  different  methods  of  regulation 
to  exist  for  some  time  in  different  sections  of  the  country  without 
any  definite  decision  in  favor  of  either.  It  is  probable,  however, 
that  in  the  near  future  the  last-mentioned  problem  will  become  one 
of  the  most  important  in  fire  insurance. 
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By  Robebt  Rebgbl,  Ph.D., 
Instructor  in  Insurance,  Wharton  School  of  Finance  and  Commerce,  University 

of  Pennsylvania. 

Eablt  Rating  Mbthodb 

The  first  theory  of  rating  risks  to  be  covered  by  fire  insurance 
was  a  classification  of  buildings  (which  were  for  some  time  the  only 
property  insured)  into  groups,  each  risk  included  in  the  group  taking 
the  group  rate.  In  1681  there  were  two  such  classes  in  England, 
brick  or  stone  buildings  and  wooden  buildings,  and  premiums  were 
proportionate  to  rental  values.  For  each  one  pound  annual  rental 
2  s.  6  d.  was  charged  for  insuring  a  brick  or  stone  building  and 
double  this  amount  for  a  wooden  building.  The  classification  sys- 
tem thus  begun  continued  for  many  years  and  a  relic  still  remains 
in  the  minimum  or  class  rates  which  are  now  promulgated  for  groups 
of  properties  closely  resembling  each  other,  the  results  of  specific  rat- 
ing for  these  not  being  commensurate  with  the  expense  involved. 
'  The  inability  to  insure  personal  property  and  the  calculation  of 
premiums  on  a  rental  basis  have  long  since  disappeared,  and  rates, 
furthermore,  are  no  longer  applied  to  rental  values.  In  1706  a 
London  office  classified  risks  in  three  categories,  common,  hazardous 
and  doubly  hazardous  and,  turning  attention  now  to  the  United 
States,  a  Massachusetts  company  in  1798  devised  a  sixfold  classi- 
fication of  buildings.  The  classification  was  in  accord  with  con- 
struction, roof  and  walls  and  a  contents  classification  comprised 
hazardous  and  non-hazardous  groups,  the  rates  for  contents 
depending  in  part  upon  the  character  of  the  containing  building. 
A  combination  of  companies  in  New  York  in  1826  agreed  upon  a 
building  classification  of  eight  groups  and  a  division  of  contents  into 
four  groups,  ranging  from  non-hazardous  to  specially  hazardous. 

These  brief  comments  upon  the  history  of  rating  methods  are 
merely  intended  to  illustrate  the  inevitable  tendency  of  early  under- 
writers to  classify  risks  for  the  purpose  of  arriving  at  rates.  Prior 
to  1870,  for  example,  all  risks  in  the  state  of  Pennsylvania  were  rated 
on  the  classification  basis,  such  classification  being  based  on  whether 
the  building  was  of  brick  or  frame  construction  and  the  presence 
1W 


,y  Google 


200  The  Annals  of  the  American  Academy 

or  absence  of  fire  protection.  The  less  the  knowledge  of  fire  hazards 
the  greater  the  readiness  to  classify  and  group,  or  to  put  the  matter 
in  another  way,  the  more  thorough  the  analysis  of  hazard  and  the 
appreciation  of  differences  tho. greater  became  the  number  of  groups 
and  the  difficulty  of  assigning  a  risk  to  a  particular  group.  The 
early  application  of  the  classification  method  is  of  particular  interest 
because  of  the  recently  developed  demand  for  a  reversion  to  that 
principle  of  ratemaking. 

The  Diminishing  Usefulness  of  Classification 
Between  1835  and  1866  many  companies  introduced  the  prac- 
tice of  recording  their  experience  with  each  of  a  large  number  of 
classes  of  risks  with  the  object  of  deriving  some  information  relative 
to  the  necessary  rates  upon  such  classes  and  the  custom  continued 
for  many  years  after  its  usefulness  for  this  purpose  had  disappeared. 
With  an  increased  appreciation  of  the  multitude  of  differences  in 
construction,  use  and  situation  of  buildings  and  the  nature  and 
qualities  of  substances  the  classifications  necessarily  multiplied, 
but  the  latter  could  not  keep  up  with  the  changes  taking  place  in  the 
risks  themselves.  Modern  conditions  made  the  classification  method 
of  rating  increasingly  difficult.  With  increased  knowledge  and 
accessibility  of  material  building  construction  became  more  varied 
and  to  place  a  building  in  a  definite  class  became  a  more  difficult 
problem.  The  introduction  of  machinery  as  a  factor  in  production 
created  a  greater  variety  of  occupancies  and  processes  and  an 
almost  universal  use  of  power  generated  in  various  ways.  Heating 
and  lighting  methods  were  also  radically  modified.  It  is  significant 
that  what  a  prominent  student  of  rating  methods  calls  "the  first 
real  schedule"  was  devised  in  1868  and  that  a  great  development  in 
schedules  had  taken  place  by  1890;  for  the  nineteenth  century  was 
prolific  in  inventions  which  radically  altered  industrial  and  trade 
conditions.  Whole  new  industries  were  created  by  the  telegraph 
and  telephone,  used  commercially  after  1844  and  1876,  respectively; 
the  practical  application  of  coal  gas  production  in  1798;  the  use  of 
coal  tar  products  after  1861  and  other  inventions  too  numerous  to 
mention.  Electricity  and  steam  were  more  fully  developed  as 
sources  of  power.  During  this  century  the  dynamo  and  electric 
light  came  into  general  'use  following  1870,  the  Howe  printing  press 
was  brought  out  about  1845,  the  Bessemer  process  was  invented  in 


,y  Google 


FlBE    INSURANCE    RaTEMAIONG  201 

1855,  and  there  had  appeared  even  earlier  the  power  loom,  the  cotton 
gin,  gas  lighting,  and  knitting  machines.  From  1836  to  1867  the 
number  of  patents  issued  annually  in  the  United  States  increased 
from  109  to  13,026.  The  alterations  thus  brought  about  created  a 
multiplicity  of  hazards  which  made  the  old  classification  ideas  al- 
most useless  for  the  purpose  of  rating. 

A  few  instances  may  be  cited  of  the  difficulties  encountered  in 
attempting  to  classify  risks.  A  group,  to  be  of  any  value  for  rate- 
making  purposes,  must  consist  of  a  sufficiently  large  number  of  risks 
of  essentially  the  same  hazard;  but  so  many  and  unlike  were  the 
elements  of  fire  hazard  that  it  became  impossible  to  obtain  sufficient 
like  risks  to  form  a  valid  class.  Then  there  was  the  difficulty  of 
classifying  a  building  containing  diverse  occupancies  and  congregated 
hazards.  Thirdly,  with  the  increasing  impracticability  of  classifica- 
tion developed  an  ever-growing  "miscellaneous"  group  of  hetero- 
geneous and  unrelated  risks.  Furthermore,  since  the  classifications 
were  comparisons  of  premium  income  and  losses  on  different  classes 
of  risks,  and  since  both  premium  rates  and  losses  were  almost  if  not 
entirely  independent  variables,  differences  in  results  were  attribu- 
table to  either  and  conclusions  reached  were  often  erroneous. 

Sufficient  has  been  said  to  show  that  classification  of  this  kind 
had  outlived  its  usefulness  as  a  method  of  measuring  fire  hazard.  It 
became  instead  a  weapon  of  competition,  almost  prima  Jade  evidence 
of  lack  of  cooperation.  Each  company  jealously  guarded  the  results 
shown  by  its  records  and  considered  them  as  a  part  of  its  stock  in 
trade,  indicating  the  classes  of  risks  which  had  proved  profitable  in 
the  past  and  serving  as  a  guide  for  future  policy.  The  following  is 
an  example  of  ten  years'  classified  experience  (1900-1909)  of  a 
prominent  fire  insurance  company,1  showing  that  with  such  a 
variety  of  risks  included  in  one  class  and  with  losses  attributable  to 
many  different  causes,  such  a  record  is  not  available  as  a  basis  for 
rates: 

Retail  MekcantiiiB  Stocks 

hiajme  Outgo 

No.  of  policies  188,282    Expenses  (unknown) 

Insurance  written  $267,594,702     Number  of  losses  8,504 

Premiums  received  2,065,776    Amt.  of  losses  $2,203,180 

'Reproduced  from  E.  O.  Richards,  "  Classification — Discrimination, "  an 
address  before  the  Insurance  Society  of  New  York,  1913. 
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Average  premium  rate  for  10  yean  1.16% 
Average  premium  rate  for  1911  1-14% 
Ratio  of  lo»  to  amount  insured  -85 
Ratio  of  loss  to  premium*                                          74.2 
Income  includes  premiums  widely  rang-        Lotttt  include  those  caused  by  ao- 
ing  from  low  to  very  high,  upon  more  cidsnt,  incendiarism,  tenants,  and 
than  a  hundred  varieties  of  stores,  in  exposure.    Lightning    not    infre- 
buildings  of  every  quality,  surrounded  quent.    Conflagration  hasard  the 
by  every  class  of  tenant  and  exposure.  most  serious  cause. 

Development  or  Schedules 
For  some  time  rates  were  adapted  to  conditions  through  the 
medium  of  inspectors.  But  since  the  judgments  of  individual  in- 
spectors varied  and  no  evidence  of  the  justice  of  a  rate  thus  made 
ever  existed,  not  to  mention  that  the  same  inspector  would  often  rate 
the  same  hazard  differently  at  two  different  times,  individual  judg- 
ment was  superseded  by  a  system  based  on  combined  judgment,  now 
designated  the  "schedule"  system.  This  has  been  called  "guess- 
work" but  it  is  as  far  from  that  as  from  science.  It  would  be  more 
accurate  to  call  the  schedule  process  one  of  "estimation."  The 
advantages  of  the  schedule  may  be  briefly  summarized  as  follows: 

1.  It  attempted  an  analysis  of  fire  hazard  into  component  parts. 
Thus  even  the  early  schedule  of  1868  previously  mentioned  Bub- 
divided  construction  into  walls,  roof,  floors  and  floor  openings  and 
distinguished  heating  methods,  lighting  methods,  processes,  fire 
extinguishing  devices,  etc.,  as  elements  of  hazard. 

2.  A  schedule  furnishes  a  list  of  the  conditions  which  .the  in- 
spector can  look  for,  diminishing  the  probability  of  overlooking  de- 
fects or  good  features.  Thus  he  is  enabled  to  view  the  risk  with  a 
guide-book  at  hand,  so  to  speak,  indicating  the  places  of  interest. 

3.  A  combination  of  judgments  was  obtained  in  determining 
the  charges  to  be  made  for  the  particular  features  of  hazard  distin- 
guished by  the  analysis.  It  might  at  least  be  expected  that  a 
smaller  percentage  of  error  would  be  present  under  such  conditions 
than  would  appear  in  the  single  estimate  of  any  individual  inspector. 
This  factor  became  of  increasing  importance  with  the  progress  of 
schedule  making. 

Since  no  compilation  of  the  various  early  schedules  has  ever 
been  made  it  is  impossible  to  trace  in  detail  the  development  of  the 
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rating  schedule.  In  New  England  schedules  covering  boot  and  shoe 
factories  are  said  to  have  been  first  in  use,  followed  by  those  covering 
woolen  mills,  fur  hat  factories,  leather  tanneries,  etc.  One  writer 
attaches  particular  importance  to  the  1868  "woolen  mills  schedule" 
of  Providence.  From  this  date  on  the  schedules  in  use  multiplied 
rapidly.  It  is  recorded  that  in  St.  Louis  they  were  first  adopted 
and  printed  in  1875.  By  1890  a  number  of  small  mercantile  sched- 
ules began  to  appear. 

To  avoid  confusion  it  should  also  be  stated  that  while  the 
schedule  has  been  of  increasing  importance  as  a  factor  in  rating  it  has 
not  entirely  displaced  the  classification' theory.  For  there  are 
certain  "minimum"  rates  still  prescribed  quite  generally  for  non- 
hazardous  classes  of  risks  of  a  same  general  nature,  such  as  dwellings, 
churches,  etc.  It  is  not  very  difficult  to  Becure  a  number  of  such 
risks  sufficient  to  produce  a  good  average  and  the  differences  in 
hazard  as  between  properties  of  such  classes  are  so  small  as  to  render 
the  expense  of  separate  consideration  impracticable.  In  one  locality 
at  least  steps  have  been  taken  to  rate  even  risks  of  this  nature  by 
schedule. 

The  Modern  Schedule 

The  modem  era  of  schedule  rating  may  be  justifiably  said  to 
begin  with  the  publication  in  1893  of  the  Universal  Mercantile 
Schedule,  an  attempt  to  devise  a  system  of  rating  universally  appli- 
cable and  to  render  special  schedules  unnecessary.  While  seldom 
applied  as  published  this  schedule  has  served  as  a  basis  for  the  con- 
struction of  other  schedules  throughout  the  East  and  has  thereby 
exerted  a  profound  influence  on  the  methods  of  rating.  While  a 
description  of  the  construction  of  the  schedule  and  its  application 
would  occupy  considerable  space,  its  underlying  principles  and 
general  theory  can  be  sufficiently  described  for  present  purposes  in 
a  few  paragraphs. 

This  schedule  started  from  a  basis  rate  for  a  "standard"  build- 
ing in  a  "standard"  city.  It  was  necessary  for  the  underwriters 
engaged  in  the  preparation  of  the  schedule  to  accurately  define 
therefore  a  "standard"  city  and  also  a  "standard"  building. 
Having  done  so  their  combined  judgment  and  such  experience 
records  as  were  available  and  suitable  dictated  a  rate  on  such  a 
building  under  such  conditions  of  25  cents  per  $100  of  insurance. 
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This  figure  was  the  result,  then,  of  a  combination  of  judgments  t>r, 
stated  in  another  way,  a  concensus  of  opinions.  It  was  then  nec- 
essary to  decide  what  the  rate  should  be  on  a  standard  building  in 
a  given  city  and  for  this  purpose  the  given  city  is  compared  with  the 
standard  and  additions  to  the  basis  rate  made  for  deficiencies  and 
deductions  from  the  same  for  superiorities.  The  result  is  called  the 
"key  rate."  In  order  to  find  the  rate  for  a  given  building  the  con- 
struction, occupancy  and  exposure  of  the  building  in  question  must 
be  considered.  Additions  made  to  the  "key  rate"  for  inferiorities 
of  the  building  construction  as  compared  with  the  standard  together 
with  allowances1  for  superiorities  bring  the  calculations  nearerto  the 
final  result,  which  is  reached  when  additions  are  made  for  the  use  of 
the  building  and  the  nature  of  its  surroundings  and  deductions  for 
protective  devices  and  any  other  circumstances  reducingthe  hazard.' 
Additions  to  the  rate  for  hazardous  features  are  in  general  by  flat 
amounts  while  allowances  are  usually  made  on  the  basis  of  percent- 
ages of  the  rate  up  to  the  point  where  the  deduction  is  made. 

Three  features  of  this  schedule  present  themselves  as  worthy  of 
special  note  in  connection  with  the  present  discussion.  In  the  first 
place  the  Universal  Schedule  is  a  schedule  preeminently  dependent 
upon  judgment.  The  basis  rate  is  an  approximation  designed  to 
bring  as  an  ultimate  result  a  fair  profit  to  the  companies  and  to  cover 
unanalyzed  features  of  hazard.  The  charges  for  defects  and  al- 
lowances for  superiorities  are  the  result  of  limited  data  and  extensive 
estimates.4  The  authors  of  the  schedule  have  stated  that  they  con- 
sidered the  substitution  of  combined  for  individual  judgment  as  one 
of  its  important  contributions,  as  indeed  it  was.  Secondly,  the 
schedule  was  adaptable  only  with  difficulty  to  changing  conditions. 
Loss  costs  are  always  changing  while  many  of  the  schedule  charges 
were  fixed,  being  flat  amounts.     Thus  final  rates  would  be  now  too 

*  Allowances  are  usually  made  on  the  basis  of  a  percentage  of  the  rate  up  to  tie 
point  where  the  deduction  is  made. 

'  It  should  be  understood  that  the  schedule  itself  is  not  nearly  as  simple  in 
form  ae  might  be  supposed  from  this  brief  description.'  On  tbe  contrary,  many 
features  of  construction  may  be  considered.  The  Universal  Mercantile  schedule 
lists  1,000  distinct  occupancy  classes  and  a  formula  for  calculating  the  exposure 
hazard  is  necessary. 

1  This  is  not  intended  to  detract  in  any  way  from  tbe  value  and  importance 
of  the  Universal  Schedule,  which,  as  elsewhere  explained,  was  one  of  the  most 
notable  contributions  to  fire  insurance  ratemaking. 
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low,  now  too  high;  in  order  to  adapt  the  schedule  to  conditions  it  was 
necessary  to  change  all  or  a  part  of  these  fixed- charges.  The  schedule 
thereby  lacked  Btability  and  was  apt  to  lose  consistency.  Thirdly, 
there  was  an  absence  of  relation  between  charges  and  credits  for 
certain  features  of  the  risk  which  were  seemingly  related.  Thus  15 
cents  (say)  were  added  to  the  risk  for  an  open  stairway,  regardless 
of  the  area  of  the  building,  its  height,  character  of  floors,  or  other 
features.  Whatever  relations  might  prevail  originally  were  also 
likely  to  be  lost  through  the  necessary  process  of  "  patching"  referred 
to  above. 

As  might  have  been  expected  the  second  important  universal 
schedule,  the  "Analytic,"  was  an  improvement  in  many  respects 
over  the  Universal.  In  general,  it  presented  a  better  formulated 
analysis  of  hazard  and  a  concentration  of  judgment  at  one  basic 
point  instead  of  at  many  points.  A  schedule,  by  the  theory  of  the 
new  system,  was  a  standard  used  to  measure  the  relations  of  the 
hazards  of  different  parts  of  a  risk,  the  relations  of  similar  or  different 
risks  in  different  places  and  the  relations  of  similar  or  different  risks 
at  different  times.  In  order  to  bring  about  a  relationship  between 
the  schedule  additions  and  deductions  for  features  of  the  risk  itself 
practically  all  such  additions  and  deductions  were  made  percentages 
of  the  basis  rate  and  they  vary  as  the  basis  rate  varies.  In  order  to 
bring  about  a  place  relationship  a  number  of  tables  giving  basis  rates* 
are  constructed,  from  which  a  rate  giving  satisfactory  results  can 
be  selected  after  trials  with  a  large  number  of  risks  in  several  townss 
This  schedule  can  be  adapted  to  changing  conditions,  or  to  continue 
the  terminology  used,  time  relations  can  be  maintained  by  changing 
the  basis  rate  to  meet  the  changing  loss  ratios  when  necessary. 
Since  all  parts  of  the  schedule  are  connected  and  vary  together  this 
is  relatively  easy. 

It  can  be  seen  that,  regardless  of  any  opinion  respecting  its 
practical  application  and  results,  the  Analytic  Schedule'  marked  a 
distinct  advance  in  theory.  Features  which  cannot  here  be  consid- 
ered, for  lack  of  space,  showed  the  progress  which  had  been  made 
in  the  analysis  of  hazard  and  from  what  has  been  said  it  is  evident 
that  the  Analytic  syBtem  was  not  open  to  some  of  the  criticisms 
which  were  directed  against  the  Universal  Schedule.  There  was  a 
fundamental  and  important  distinction  between  these  two  methods 

*  The  basis  rate  varies  with  the  height  of  building  and  clue  of  town. 
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which  cannot  be  overlooked.  The  Universal  Schedule  was  deduc- 
tive in  nature,  seeking  to  describe  various  portions  and  kinds  of 
hazards  and  to  set  a  value  on  each,  from  which  rulings  a  rate  could 
be  arrived  at.  The  Analytic  Schedule  was  pragmatic,  seeking  to 
arrange  a  series  of  relations,  the  expression  of  which  in  absolute  ' 
amounts  would  depend  upon  the  results  to  be  attained.  A  basis 
rate  was  to  be  selected  such  as  would  yield  a  fair  profit  to  the  insurer. 
If  aggregate  results  show  only  a  fair  profit  and  all  relations  have  been 
correctly  established  the -allowances  and  deductions  for  the  various 
elements  of  hazard  must  be  equitable.  This  changes  the  basis  of 
charges  and  credits  from  deductions  to  facts  and  statistics.  In- 
creased importance  in  determining  rates  is  given  to  the  changing  fire 
losses  and  the  aggregate  amount  which  must  be  collected  to  yield  a 
profit.  It  is  most  important  to  see  how  well  this  improvement  in 
method  satisfied  the  increasing  public  disapproval  of  what  were 
considered  inequitable  discriminations  in  rating,  for  such  an  under- 
standing is  fundamental  to  an  appreciation  of  recent  developments. 

Public  Attitude  toward  Rates 
Of  late  years  the  problem  of  fire  insurance  rating  has  contin- 
uously engaged  the  attention  of  legislators,  almost  to  the  exclusion 
of  other  important  phases  of  the  business.  Investigations  have 
been  conducted  in  at  least  nine  states*  during  the  past  six  years  and 
several  distinct  types  of  laws  have  been  evolved  for  the  regulation  of 
the  companies'  activities.  The  space  devoted  to  rating  problems 
in  technical  journals  has  vastly  increased.  Criticisms  of  methods 
employed  have  been  so  severe  as  to  induce  several  states  to  endow 
the  commonwealth  with  the  power  to  fix  the  price  to  be  paid  for 
insurance.  It  is  evident  that  underlying  such  widespread  and  con- 
tinuous dissatisfaction  there  must  be  some  basic  contentions,  some 
identical  thoughts  common  to  all  these  forms  of  expression,  some 
issues  which  deserve  to  be  recognized  and  met.  From  a  study  of  the 
press  and  the  available  literature,  including  reports  of  the  various 
investigations  conducted,  there  appear  to  be  three  distinct  conten- 
tions advanced  by  legislators,  insurance  officials  and  the  persons  who 
purchase  fire  insurance. 

(1)  The  first  of  these,  that  fire  insurance  companies  have  in 

'  New  York,  Wigoonain,  Missouri,  Ohio,  New  Jersey,  Pennsylvania,  North 
Carolina,  Kentucky  and  Illinois. 
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general  over  a  considerable  period  of  time  made  exorbitant  profits, 
is  losing  weight.  Those  who  make  this  claim  contrast  the  total 
profit  derived  from  the  risks  written  and  from  interest  earned,  with 
the  capital  stock  of  the  companies.  This  would  sometimes  show  a 
profit  of  85  per  cent  on  the  capital  stock.  The  capital  stock  is  not, 
however,  in  the  economic  sense  the  real  capital,  which  in  fact  com- 
prises the  capital,  the  surplus  and  a  certain  portion  of  the  reserve. 
Comparing  the  profits  with  the  real  capital  would  show  a  ratio  of 
perhaps  11  per  cent.  A  New  York  investigation  led  to  the  conclu- 
sion that  the  six  largest  companies  earned  on  the  average  about  10.1 
per  eent  on  this  basis  and  had  a  dividend  rate  of  5.4  per  cent  from 
1890  to  1900.  Medium  sited  and  new  companies  had  a  much  less 
favorable  experience.  It  would  seem  that  with  respect  to  this 
contention  the  critics  have  at  least  exaggerated  matters. 

(2)  It  is  claimed  that  it  is  unfair  to  compel  the  citizens  of  a 
state  which  has  yielded  profitable  results  to  underwriters  for  years 
to  bear  the  burden  in  part  of  citizens  of  other  states  in  which  the 
experience  of  the  companies  had  been  unsatisfactory,  not  to  say 
disastrous.  This  argument  may  be  best  illustrated  by  the  following 
statements,  which  are  virtually  condensed  abstracts  from  the  report 
of  an  insurance  superintendent.7  "There  is  no  reason  for  imposing 
the  highest  level  of  rates  on  Illinois,  as  is  shown  by  the  following 
table;  and  yet  rates  in  Chicago,  for  example,  range  from  30  per  cent 
to  50  per  cent  higher  as  regards  buildings  and  from  11  per  cent  to 
30  per  cent  higher  as  regards  contents  than  in  four  or  five  other 
states.  This  is  demonstrated  by  the  following  figures:' 
1810-1913 


Chicago,  III.  60.6%  .08  1.28 

Cleveland,  O.  63.1  .47  .91 

St.  Louia,  Mo.  69.0  .69  1.10 

"Dean  Schedule  rates  vary  according  to  the  basis  rate  which 
is  used.  The  following  is  a  comparison  of  the  basis  rates  for  Illinois 
and  other  states  of  the  Middle  West.1 

7  Report  to  Gov.  Edward  F.  Dunne  on  Investigation  of  Fire  Insurance  Condi- 
tions end  Ratea  in  Illinois,  1916. 

*  The  accuracy  of  these  figures  and  correctness  of  the  statistical  methods  em- 
ployed are  immaterial ;  they  axe  merely  copied  to  illustrate  the  argument  advanced, 
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Illinois  (North) 
Illinois  (South) 
Ohio  (prior  to  1014) 
Ohio  (1914) 


led.,  Mo.,  and  Mioh.  00  70  96  06 

Thus  it  appeal's  that  higher  rates  are  charged  in  Illinois  than  in  Ohio 
and  Missouri,  whereas  the  latter  states  show  a  higher  "loss  ratio. " 
This  contention  may  to  some  degree  be  likened  to  the  demand  of 
individual  employers  for  an  allowance  in  compensation  rates  because 
they  have  had  fewer  or  less  costly  accidents  than  other  employers  in 
the  same  business  or  industry. 

(3)  It  is  claimed  that  it  is  unfair  to  compel  the  owners  of  profit- 
yielding  risks  to  bear  the  burden  in  part  of  unsatisfactory  classes  of 
risks.  A  concrete  illustration  of  this  criticism  is  the  question 
asked  by  the  Superintendent  of  Insurance  in  Missouri:*  "Why 
is  the  basis  rate  on  grain  elevators  SI. 50  and  on  iron  foundries  $1.00? 
Why  a  basis  rate  of  $3.46  on  the  mill  room  of  a  distillery  and  35  cents 
on  the  transformer  station  of  an  electric  light  plant?  "  He  goes  on 
to  state:  "I  assumed  that  when  the  companies  fixed  a  basis  rate  of 
$2.00  on  a  given  classification  this  could  be  justified  by  their  experi- 
ence but  was  soon  informed  that  this  was  not  the  system  in  vogue." 
This  contention  merely  embodies  an  extension  of  the  principle  of  the 
application  of  experience,  statistically  presented,  to  the  rating  of 
classes  of  risks. 

Summarizing  the  attitude  of  the  critics,  they  challenge  under- 
writers to  justify  their  rates  by  statistics  and  contend  that  experience 
should  be  the  basis  of  rate-making. 

Recently  Psopossd  Solutions 
The  Universal  Mercantile  Schedule  and  the  adaptations  thereof 
made  practically  no  attempt  to  justify  their  results  by  statistics. 
Individual  companies  in  the  main  regarded  what  figures  they  pos- 
sessed as  a  part  of  their  stock  in  trade,  and  the  underwriters'  asso- 
ciations were  usually  powerless  to  collect  the  data  necessary  to 
*  Report  of  Insurance  Superintendent  of  Missouri,  1912. 
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measure  the  equity  of  the  schedule's  application  to  various  classes  of 
-  risks.  The  same  is  true  of  the  Analytic  Schedule.  Id  fact  its  author 
stated  that  "statistics  can  never  give  us  the  slightest  clue  as  to  the 
adequacy  of  these  charges  or  credits.  The  causes  of  most  fires  can- 
not be  ascertained An  instant's  thought  will  show  that 

we  are  forever  precluded  from  obtaining  through  classified  statistics 
the  contribution  of  such  factors  as  area,  height,  wall  thickness,  floor- 
way  openings  ....  or  any  other  of  the  features  of  basard 
enumerated  in  a  modern  tariff."1* 

A  rate  expert  who  made  the  rates  in  Missouri  said,  "I  have 
never  seen  any  statistics  covering  fireproof  buildings.  I  have  no 
statistics  to  justify  any  of  the  basis  schedules  other  than  what  I  have 
quoted  as  to  the  average  experiences  of  the  State  of  Missouri,  and 
they  cover  only  the  aggregate  results.  Many  of  the  schedules  may 
be  too  high,  and  others  too  low,  but  in  the  aggregate  they  produce 
fair  and  reasonable  profits."11  An  insistent  demand  at  the  Annual 
Conventions  of  Insurance  Commissioners  that  such  conditions  be 
remedied  resulted  in  the  establishment  by  the  National  Board  of 
Fire  Underwriters  of  an  Actuarial  Bureau  to  ascertain  fire  loss  costs. 
Subsequently  two  new  schedules  were  devised,  one  combining  some 
of  the  features  of  the  Universal  and  Analytic  systems  and  the  other 
designed  to  make  use  of  the  data  collected  by  the  Actuarial  Bureau 
mentioned. 

The  L.  &  L.1!  Schedule.  While  varying  greatly  in  the  methods 
adopted  to  accomplish  its  purpose,  this  schedule  is  not  fundamen- 
tally different  from  the  Universal  Schedule.  The  values  assigned 
to  the  elements  of  hazard  appear  to  be  dependent  upon  combined 
judgment  and  such  conclusions  as  may  be  drawn  from  the  results  of 
intelligent  experimentation.  Certain  of  the  methods  of  arriving 
at  particular  items  bear  some  resemblance  to  features  of  ihe  Univer- 
sal Schedule,  such  as  beginning  with  a  basis  rate  for  a  standard 
building  in  a  given  city,  charging  flat  sums  for  defects  and  deducting 
by  percentages.'  Two  features  in  particular,  however,  are  distinctly 
novel;  the  use  of  a  factor  designated  the  "burning  degree, "  and  the 
emphasis  placed  upon  the  influence  of  floor  resistance. 

The  "burning  degree"  is  a  figure  deduced  from  the  type  of 

■*  A.  F.  Dean,  Fir*  Hazard:  /•  It  Measvrablef  p.  20. 

11  Report  of  Superintendtnt  of  Insurance  of  Af  Uiouri,  1912,  testimony  of  Mr.  H. 
M.Hm. 

n  Full  title  "Tbe  Larter  and  Lemmon  Rating  System,"  New  York,  1916. 
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building  construction  and  the  nature  of  the  occupancy  and  indicates 
the  ignitibility  and  combustibility  of  the  risk;  this  figure  is  fre-' 
quently  used  as  a  multiplier  in  certain  sections  of  the  schedule. 
Reference  to  a  table  of  occupancies  provides  three  burning  degrees 
for  each  class  of  occupancy — one  when  situated  in  a  fire-proof 
building,  one  in  a  brick  building  and  one  in  a  frame  building.  The 
object  of  this  device  is  to  allow  a  table  prepared  with  one  set  of 
charges  to  be  intelligently  used  in  connection  with  all  classes  of  risks. 
The  manner  in  which  the  burning  degree  is  used  will  serve  to  illus- 
trate this.  Suppose  in  a  risk,  an  area  of  5,000  square  feet,  the 
minimum  schedule  charge  being  1  cent  per  1,000  square  feet  or  a 
total  of  5  cents.  If  this  area  is  occupied  by  a  stock  of  wholesale 
groceries  the  charge  of  5  cents  is  multiplied  by  2,  this  being  the  burn- 
ing degree  for  such  an  cccupancy,  and  the  final  charge  becomes  10 
cents.  If  occupied  as  a  garage  for  gasoline  cars  with  a  burning  de- 
gree of  4  the  final  charge  becomes  4  times  5  cents;  celluloid  stock,  8 
times  5  cents;  etc.  The  burning  degree  is  applied  to  the  charge  for 
occupancy  in  the  same  manner.  A  table  of  occupancies  provides 
initial  charges  for  various  kinds  of  occupancies  in  cities  of  different 
classes,  and  these  initial  charges  are  multiplied  by  the  burning  de- 
gree of  the  risk  to  arrive  at  the  final  charge  for  occupancy.  The 
same  is  true  of  the  initial  charges  for  ignition  hazards,  obtained  from 
a  table  of  hazards,  and  also  charges  for  unprotected  interior  supports- 
Thus  the  initial  charge  of  2  cents  for  a  coal  stove  would  be  multiplied 
by  the  burning  degree  of  a  furniture  store,  if  situated  therein,  the 
final  charge  being  3  times  2  cents.  In  brief,  the  object  sought  by  the 
use  of  the  burning  degree  is  the  regulation  of  charges  for  area,  oc- 
cupancy, hazards  and  supports  in  accordance  with  the  environment 
of  these  factors,  that  is  the  ignitibility  and  combustibility  of  the 
risk.  For  convenient  notice  the  features  of  hazard  to  which  the 
schedule  applies  the  burning  degree  are  indicated  on  the  following 
chart  by  enclosure  in  dash  lines. 

Considerable  credit  is  given  for  efficient  floor  separation  be- 
cause of  its  value  in  resisting  the  spread  of  fire  from  story  to  story. 
While  the  burning  degree  is  used  as  multiplier  the  figure  representing 
"floor  resistance  value"  is  used  as  a  divisor.  It  affects  the  charges 
for  area,  ignition  hazards  and  occupancy.  Thus  suppose  a  building 
of  five  stories  with  a  total  floor  space  of  30,000  square  feet,  and  floor 
and  opening  protection  which  is  given  a  value  of  175  per  cent. 
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The  total  area  charge"  for  30,000  feet  of  floor  space  after  allowance 
for  burning  degree  assume  to  be  42  cents.  This  is  divided  by  1.75 
reducing  it  to  24  cents.  Ignition  hazard  charges  and  occupancy 
charges  are  similarly  treated.  For. convenience  these  three  charges 
are  added  before  dividing  by  the  floor  resistance  value.  For  con- 
venient notice  the  features  of  hazard  to  which  the  floor  resistance 
reduction  applies  are  designated  in  the  following  chart  by  enclosing 
them  in  dot-and-dash  lines. 

It  should  also  be  noted  that  in  this  schedule  the  grade  of  the  city 
or  town  in  which  the  risk  is  located  is  considered  not  only  in  the 
basis  rate,  but  in  several  other  connections;  it  is  a  factor  in  deter- 
mining the  initial  charges  for  building  construction,  area,  occupancy 
and  coinsurance.  The  effect  of  the  grade  of  town  upon  the  charge 
for  area  will  serve  as  an  illustration  of  its  influence.  The  initial 
charge  per  1,000  square  feet  in  a  city  of  the  first  class  is  .7  of  a  cent ; 
in  a  town  of  the  tenth  class  the  charge  is  2.3  cents.  The  factors  of 
hazard  influenced  by  the  grade  of  city  or  town  in  which  the  risk  is 
located  are  indicated  on  the  accompanying  diagram  by  enclosure  in 
solid  lines. 

It  is  desirable,  in  order  to  afford  something  of  a  general  view  of 
the  system  followed  by  this  schedule  to  introduce  the  following  dia- 
gram, bearing  in  mind,  however,  that  such  a  diagram  can  only  fur- 
nish a  crude  sketch  of  its  general  outlines  and  not  a  detailed  de- 
scription of  the  methods  used  for  valuing  the  sub-divisions  of  hazard. 
Viewed  from  top  to  bottom  the  diagram  presents  the  order  in 
which  the  items  of  hazard  are  considered  in  the  schedule.  Thus  it 
proceeds  from  the  basis  rate  to  the  features  of  building  construction, 
the  area  and  height,  hazard  of  occupancy,  hazards  of  ignition,  de- 
ductions for  good  features  such  as  protective  devices,  exposure  of 
the  risk  to  environment,  lack  of  care  and  precaution  and  finally, 
failure  to  sufficiently  insure  the  property.  Viewed  from  the  left 
to  the  right  side  the  diagram  attempts  to  present  a  rough  sketch 
of  analysis  of  the  main  features  of  hazard  and  brief  notes  of  the  fac- 
tors considered  to  affect  the  various  sub-divisions  of  hazard.  Thus 
the  basis  rate  is  determined  by  the  character  of  the  town  in  which 
the  risk  is  situated;  the  building  construction  is  considered  under 
the  heading  of  walls,  finish,  interior  supports,  chimneys,  roof  and 
u  Not  including,  however,  an  addition  of  25  per  osnt  to  the  charge  for  each 
floor  above  the  fourth. 
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skylights.  The  charges  in  connection  with  the  item  of  walla  are  de- 
termined by  the  grade  of  the  town  in  which  the  risk  is  found  and 
the  character  of  the  wall  construction  as  compared  with  the  stand- 
ards established  by  the  Building  Code  of  the  National  Board  of 
Fire  Underwriters.  Other  main  elements  of  hazard  are  similarly 
analyzed.  In  order  to  bring  to  attention  the  significance  of  the 
three  exceptional  ideas  of  this  schedule,  the  features  of  hazard 
affected  by  the  grade  of  city  are  enclosed  in  solid  lines,  the  features 
of  hazard  affected  by  the  burning  degree  are  enclosed  in  dash  lines, 
and  the  features  affected  by  floor  resistance  in  dot-and-dash  lines. 
Thus  a  general  impression  can  be  formed  of  the  extent  to  which 
the  application  of  these  three  ideas  affects  the  rate  on  a  risk. 
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Only  considerable  experience  in  its  actual  application  to  a  num- 
ber of  risks  would  make  it  possible  to  judge  of  the  ultimate  results  of 
such  a  schedule.  While  it  is  being  used  experimentally  in  certain 
territory  no  conclusion  has  yet  been  arrived  at  by  underwriters  as 
far  as  is  known,  regarding  its  ultimate  value.  Viewing  it  in  a  broad 
way,  however,  one  fact  seems  important.  Will  it  serve  to  any  ex- 
tent to  remove  the  dissatisfaction  hitherto  existing  with  fire  insurance 
rating  methods?  It  will  be  remembered  that  earlier  in  this  paper 
the  two  principal  criticisms  of  methods  extant  were  founded  upon 
one  conception — that  a  difference  in  rates  as  between  localities  or 
between  classes  of  risks  should  be  statistically  justifiable.  In  other 
words,  it  is  demanded  that  the  foundation  of  judgment  of  the  equity 
of  rates  shall  be  experience  reflected  in  statistics.  The  public  ap- 
pears to  refuse  to  be  satisfied  by  the  experience,  judgment,  or  what- 
ever it  may  be  termed,  of  underwriters,  however  experienced  or  ex- 
pert they  may  be  or  however  logical  their  reasoning.  Nothing  less 
than  figures  will  satisfy  it.  Then  however  much  of  an  improvement 
over  previous  theories  any  schedule  shows,  unless  it  can  justify 
itself  by  recourse  to  classified  experience1*  it  does  not  approach 
the  standard  for  which  critics  are  contending.  This  article  is  not 
an  attempt  to  prove  the  feasibility  of  experience  rating,  for  which 
proof  probably  an  actual  test  is  indispensable,  but  rather  is  intended 
to  raise  the  question  of  whether  such  a  test,  from  the  standpoint  of 
the  insurers,  is  not  highly  desirable. 

The  E.  0.  R.  Schedule.**  In  distinct  contrast  with  all  the  sched- 
ules previously  mentioned  the  E.  G.  R.  schedule  is  an  attempt  to  de- 
vise a  method  of  ascertaining  the  total  cost  of  insuring  risks  of  vary- 
ing character  by  an  analysis  of  statistics  of  past  experience.  In  order 
to  be  successful  the  statistician  who  furnishes  the  ultimate  data  from 
which  rates  are  derived  must  be  provided  with  an  "insurance 
written  "and  a  "loss"  card  for  every  risk,  showing  the  state  and  the 
city  or  town  in  which  located,  the  occupancy  class  in  which  the  risk 
falls,  the  amount  written,  the  term  of  the  contract,  the  expiration, 
the  grade  of  building,  the  grade  of  occupancy,  the  grade  of  internal 

"  "Classified  experience"  must  be  carefully  distinguished  from  the  "classi- 
fications" described  earlier  in  this  paper,  which  have  little  if  any  value  for  rating 
purposes. 

■•  Full  title  The  Experience  Grading  and  Sating  Schedule,  by  E.  G.  Richards, 
until  recently  President  of  the  National  Board  of  Fire  Underwriters,  New  York, 
1916. 
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exposure  and  external  exposure,  etc.  The  use  of  this  information 
will  be  apparent  later.  It  is  proposed  when  the  data  are  available 
to  divide  and  subdivide  the  cards  in  order  to  arrive  at  the  particular 
kind  of  information  desired.  For  this  some  method  of  classification 
must  be  adopted. 

The  method  of  procedure  is  (1)  to  ascertain  the  ratio  of  losses, 
expenses  and  a  fair  profit  to  the  insurance  written  on  all  risks  in  the 
United  States,  (2)  to  obtain  a  similar  ratio  for  the  average  risk  in  each 
particular  state,  (3)  to  ascertain  the  average  United  States'  rate  on  a 
risk  of  a  specific  class.  Since  the  first  two  steps  given  are  to  be 
accomplished  with  relative  ease,  consideration  of  them  may  be  de- 
ferred until  later  and  attention  first  devoted  to  the  method  employed 
in  connection  with  the  ascertainment  of  an  average  United  States ' 
rate  on  a  risk  of  a  specific  class.  It  is  to  be  emphasized  that  the 
data  for  this  rate  are  to  be  obtained  from  experience  throughout  the 
United  States,  for  no  one  state  is  sufficiently  large  to  furnish  a  safe 
average  experience  upon  a  given  class  of  risk. 

In  order  to  classify  experience  for  obtaining  a  rate  on  a  risk  of 
a  specific  class,  three  principal  features  of  hazard  are  distinguished. 
The  cards  above  mentioned  are  to  be  divided  according  to  inherent 
hazard,  internal  exposure  and  external  exposure.  Being  a  depart- 
ure from  the  rather  general  division  of  hazard  into  construction, 
occupancy  and  exposure,  these  classifications  require  some  definition. 
Inherent  hazard  is  the  danger  of  loss  due  to  inherent  qualities  of  an 
occupancy;  the  volume  of  inherent  hazard  would  be  modified  by  the 
character  of  building  in  which  contained.  Internal  exposure  is  the 
danger  of  loss  due  to  the  presence  in  the  building  of  occupancies 
other  than  the  risk  under  consideration.  External  exposure  is  the 
danger  of  loss  by  reason  of  surrounding  hazards  outside  the  building 
of  the  risk  in  question.  Therefore  the  total  hazard  is  considered  as 
comprising  the  hazard  emanating  from  the  inherent  qualities  of  the 
risk  in  question,  the  hazard  consequent  upon  the  existence  in  the 
same  building  of  other  occupancies  and  that  present  by  reason  of 
the  environment  outside  the  building  in  which  the  risk  is  situated. 
The  method  of  treating  these  three  principal  features  of  hazard  is 
similar  and  a  detailed  description  of  inherent  hazard  alone  will  be 
sufficient. 

The  cards  of  inherent  hazard  are  first  divided  into  ten  grades 
of  towns;  the  town  grades  being  determined  by  a  plan  of  the  Fire 
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Prevention  Committee  of  the  National  Board  of  Fire  Underwriters. 
Each  town  grade  is  then  sub-divided  into  430  occupancy  classes, 
according  to  a  National  Board  occupancy  table  which  designates 
building  risks  by  odd  numbers  and  contents  risks  by  even  numbers. 
A  building  containing  wholesale  groceries  is  No.  137  and  wholesale 
groceries  contained  in  a  building  No.  138.  These  occupancies  are 
classified  as  being  in  fireproof,  brick  or  frame  buildings.  Occu- 
pancies in  fireproof  buildings  are  then  sub-grouped  in  10  classes, 
according  to  quality  of  building  if  a  building  risk  or  quality  of  con- 
tents if  a  contents  risk,  and  brick  and  frame  buildings  are  similarly 
treated.  There  now  exist  for  each  occupancy  thirty  quality  grades 
of  building  risks  and  thirty  quality  grades  of  contents  risks.  Each 
*of  these  thirty  grades  must  then  be  sub-divided,  the  building  risk 
grades  into  ten  groups  according  to  the  quality  of  contents  and  the 
contents  risk  grades  into  ten  groups  according  to  quality  of  building. 
In  brief,  the  amount  of  risk  is  determined  by  (1)  the  type  and  , 
quality  of  building  construction,  of  which  there  must  be  many 
classes,  to  allow  for  the  variety  of  risks  to  be  found  and  (2)  the  class 
and  quality  of  the  occupancy,  of  which  there  must  be  many  groups 
for  the  same  reason.  After  such  a  division  of  experience,  it  will  be 
possible  to  determine,  for  example,  inherent  loss  cost  upon  a  whole- 
sale groceries  risk  of  the  fifth  grade  situated  in  a  brick  building  of 
the  1st  class  in  a  first-class  city.  Assume  this  to  be,  for  sake  of 
illustration,  87  cents  per  $100  of  insurance. 

It  is  necessary  now  to  classify  the  cards  of  writings  and  internal 
exposure  losses,  which  is  done  in  a  similar  manner,  except  that  sub- 
division into  each  occupancy  class  is  now  unnecessary.  Following 
the  same  plan  of  refinement  of  experience,  ten  grades  of  quality 
of  exposure  for  each  of  ten  classes  of  buildings  are  finally  arrived  at. 
It  is  now  possible  to  ascertain  for  example  the  loss  cost  of  a  grade  2 
internal  exposure  to  an  occupancy  in  a  grade  1  brick  building  in  a 
first-class  city;  which  assume  to  be  35  cents. 

A  similar  process  for  external  exposure  reaches  a  similar  climax 
and  an  external  loss  cost  of  23  cents. 

Thus  an  inherent  loss  cost  of  87  cents,  an  internal  exposure 
cost  of  35  cents  and  an  external  cost  of  23  cents  compose  the  total 
loss  cost  of  the  risk,  $1 .45  per  $100  of  insurance.  A  summary  of  the 
procedure  thus  far  is  given  in  the  accompanying  chart.1* 

"Originally  published  in  the  author's  "Fire  Insurance  Rates,"  Quarterly  Jour- 
nal of  Economic*,  August,  1916,  and  reproduced  here  with  the  kind  permission  of 
the  Quarterly  Journal. 
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But  such  cannot  be  the  rate  on  the  risk  for  it  would  make  no 
provision  for  expenses  or  profit.  A  study  of  expense  statistics  leads 
the  schedule's  author  to  the  conclusion  that  expenses  are  about  41} 
per  cent  of  all  costs;  therefore  the  loss  cost,  $1.45  must  be  58J  per 
cent  of  the  total  cost.  In  this  basis  $1.02  would  have  to  be  added 
to  the  loss  costs  for  expenses,  giving  $2.47  as  the  total  cost.  Adding 
to  this  5  per  cent  of  itself,  or  12  cents  for  profit,  the  final  rate  is 
$2.59  for  a  risk  of  this  particular  nature  in  the  United  States. 

But  losses  and  expenses  on  risks  vary  with  the  state  in  which 
a  risk  is  situated.  One  of  the  complaints  against  other  systems  of 
rating,  as  was  noted,  was  the  failure  to  give  sufficient  consideration 
to  the  loss  record  of  the  state.  It  is  necessary  to  proportion  this 
rate  of  $2.59  to  the  loss  record  of  the  state  in  which  the  risk  is  situa- 
ted, which  we  may  assume  to  be  New  York.  The  average  rate  of 
premium  for  all  risks  in  the  United  States  is  found,  by  reference  to 
statistics  which  are  available  of  stock  companies'  underwriting 
experience,  to  be  112.5  cents,  this  figure  including  expense  and  5  per 
cent  profit.  The  average  rate  of  premium  for  all  risks  in  New  York 
is  found  to  be  75.1  cents."  The  risk  in  New  York  state  should  pay 
only  about  751/1 125ths  of  the  average  rate  of  a  particular  class  of 
risk  in  the  United  States.  For  a  risk  of  the  kind  for  which  figures 
have  been  assumed  here,  situated  in  New  York  state,  the  rate  would 
therefore  be  751/1125ths  of  $2.59  or  $1.73  per  $100  of  insurance. 

A  noteworthy  feature  of  this  system  of  measuring  hazard  is  the 
avoidance  of  dependence  upon  the  experience  of  a  single  state. 
Instead  the  rate  for  a  given  kind  of  risk  in  the  United  States  is  arrived 
at  and  the  rate  for  a  given  risk  in  any  particular  state  is  found  by  a 
proportion  in  which  the  rate  in  the  given  state  is  to  the  rate  in  the 
United  States  as  the  experience  of  the  state  is  to  the  experience  for 
the  entire  United  States.  By  this  device  the  danger  of  inadequate 
data  as  a  basis  for  premiums  is  immensely  reduced  while,  on  the 
other  hand,  the  risks  in  every  state  are  rated  in  accordance  with  the 
experience  of  their  particular  state.'  The  E.  G.  R.  schedule  is  thus 
plainly  an  endeavor,  however  successful  or  unsuccessful  may  be  its 
results,  to  fairly  meet  the  objections  of  critics  to  existing  methods  of 
measuring  hazard. 

"  In  arriving  at  the  average  rate  for  a  state  unusual  conflagration  looses  are 
apportioned  among  all  states,  California's  loss  cost  would  be  2.327  if  it  bora  the 
total  conflagration  loss  itself  but,  is  considered  as  only  .716  per  oent  after  the  con- 
flagration loss  is  distributed  among  all  the  states. 
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With  regard  to  conflagration  losses  it  has  always  been  contended 
that  no  single  state's  experience  was  sufficient  to  form  an  average, 
since  conflagration  losses  are  sudden,  extremely  large  and  occur  at 
indeterminate  intervals;  and  statistics  of  fire  losses  verify  this 
assertion.  The  costs  of  such  uncertain  and  incalculable  losses,  if 
collected  solely  from  the  risks  of  the  particular  state  in  which  the 
great  fire  occurred,  would  make  the  average  rate  so  excessive  as  to  be 
uncollectible.  Thus  the  Bangor  fire  causes  the  average  loss  cost  in 
Maine  for  the  ten  years  1903-1912  to  be  $1.02,  the  Baltimore  fire 
makes  the  cost  in  Maryland  $1.26  and  the  San  Francisco  fire  raises 
the  cost  in  California  to  $2.33.  Only  the  entire  United  States  ex- 
perience (if  that)  will  suffice  for  the  averaging  of  such  losses,  and  the 
schedule  under  consideration  arranges  for  this  by  distributing  them 
among  all  the  states.  Apportioning  the  large  losses  of  this  kind 
among  the  states,  the  loss  cost  of  Maine  is  reduced  to  $1.00,  that  of 
Maryland  to  .47  and  that  of  California  to  .72.  It  is  alleged  that 
formerly  the  companies  were  accustomed  to  recoup  such  losses  in 
such  localities  and  from  such  classes  of  risks  as  might  be  most  con- 
venient without  regard  to  the  equity  of  the  collections.  Thus 
it  was  stated  that  "In  applying  the  San  Francisco  advance, 
the  exchange  was  instrumental  in  perpetrating  an  injustice  upon 

the  insuring  public Assuming  that  necessity  existed 

for  such  a  step,  the  burden  should  have  been  equitably  distributed 
over  the  entire  country  or  at  least  over  the  conflagration  areas  of  the 
country.  As  it  was,  rates  were  not  advanced  everywhere,  nor  was 
such  advance  uniformly  maintained  where  it  had  been  effected."1* 
Any  effort  to  provide  a  systematic  method  of  treating  the  advances 
in  rates  made  necessary  by  conflagrations  is  certainly  to  be  com- 
mended. 

But  the  fundamental  and  basic  feature  of  importance  in  this 
schedule  is  the  effort  to  provide  a  statistical  foundation  for  rates, 
so  that  the  latter  become  the  exact  reflection  of  the  results  of  ex- 
perience. This  endeavor  strikes  at  the  root  of  the  criticism  that 
the  equity  of  a  rate  should  be  demonstrable  by  figures,  and  if  feasible 
will  definitely  remove  the  present  objection  to  methods  of  rate- 
making.  However  unsatisfactory  the  immediate  results  may  be 
conceived  to  be,  such  a  proposal  affords  at  least  an  opportunity  for 
the  constant  improvement  of  a  single  and  well-defined  plan  as  con- 

"  Report  of  3.  Dcutechberger  to  the  Insurance  Dept.  of  N.  Y.  July  21,  1913. 
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trasted  with  the  previous  procedure  of  successively  presenting  dif- 
ferent types  of  schedules  in  the  hope  that  one  might  be  attained 
which  would  render  results  satisfactory  to  the  public  and  the  un- 
derwriters. It  would  seem  that  the  proposal  to  utilize  experience 
in  a  statistical  form  would  appeal  equally  to  the  insured  and  the 
insurer,  inasmuch  as  it  would  be  of  immense  assistance  in  removing 
the  prejudice  and  ill-considered  legislation  which  have  rendered 
unpleasant  the  past  relations  of  the  companies  and  the  public. 

A  few  words  may  be  said  concerning  the  collection  of  the  data 
necessary  to  make  practicable  the  plan  outlined.  On  January  1, 
1915,  a  standard  classification  was  adopted  and  the  Actuarial  Bureau 
of  the  National  Board  of  Fire  Underwriters  began  the  collection  of 
experience  from  nearly  190  companies,  fully  one-third  of  which  were 
mutuals  and  non-members  of  the  National  Board.  Its  work  has 
been  greatly  furthered  by  the.  cooperation  of  the  insurance  depart- 
ments of  a  number  of  states  and  there  were  in  May,  1916, 236  com- 
panies cooperating  in  the  work,  including  125  National  Board  com- 
panies, 59  non-member  companies  and  52  mutuals.  During  the 
year  1915  about  650,000  loss  reports  were  received  and  at  the  present 
rate  there  will  be  on  file  at  the  end  of  1916  over  a  million  reports  of 
losses  sustained  and  paid  by  members  of  the  Bureau. 
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Instructor  in  Insurance,  Wharton  School  of  Finance  and  Commerce,  University 

of  Pennsylvania. 

In  insurance,  as  in  other  forms  of  business  enterprise,  an  excess  - 
of  disbursements  over  income  is  fatal  to  success,  and  security  against 
the  consequences  of  events  which  abnormally  increase  disburse- 
ments is  a  matter  of  primary  interest  to  insurers  and  to  policy- 
holders. The  largest  and  most  variable  item  in  the  disbursements 
of  an  insuring  organization  is  that  attributable  to  "losses,"  pay- 
ments on  account  of  the  occurrence  of  events  against  which  insur- 
ance has  been  granted.  Premiums,  which  are  supposed  to  provide 
resources  to -meet  loss  payments,  are  calculated  on  the  basis  of  the 
theory  that  past  losses  furnish  an  approximately  accurate  guide  to 
the  future.  Hence  an  abnormal  excess  of  actual  losses  over  expected 
might  bring  about  such  an  increase  of  disbursements  as  to  lead  to 
embarrassment  or  insolvency  for  the  insurer  and  to  inadequate  pro- 
tection for  the  insured. 

Any  event  which  causes  a  loss  sufficiently  great  to  embarrass 
au  insuring  organization  and  to  endanger  the  security  which  it 
offers  to  policyholders  is  known  as  a  "catastrophe."  The  point  at 
which  losses  resulting  from  a  single  event  become  sufficiently  large 
to  classify  the  event  as  a  catastrophe  varies  between  insurers;  the 
larger  the  income  account,  the  larger  the  loss  which  can  be  experi- 
enced without  serious  disturbance.  It  varies  also  in  the  minds  of 
insurance  officials;  the  more  conservative  the  management,  the 
lower  the  point.  Wherever  the  point  may  be,  adequate  protection 
of  the  policyholder  demands  that  the  insurer  take  measures  to 
secure  itself  against  such  catastrophe  losses. 

Susceptibility  to  catastrophe  varies  greatly  between  different 
classes  of  risks  and  is  dependent  upon  the  probability  of  a  single 
event  causing  a  serious  loss.  The  congested  districts  of  large  cities 
are  subject  to  catastrophies  in  the  form  of  conflagrations;  isolated 
farm  houses  present  no  possibility  of  such  losses.  A  single  mine 
accident  may  cause  deaths  and  injuries  which  entail  abnormally 
large  payments  under  a  compensation  law;  an  equivalent  accident 
could  not  occur  to  the  widely  scattered  drivers  of  a  taxi  cab  company. 
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The  employes  of  a  factory  operated  by  steam  power  are  subject  to 
an  explosion  hazard  which  does  not  exist  in  an  electrically  operated 
plant. 

Further,  the  catastrophe  hazard  bears  no  necessary  relation  to 
the  average  losses  on  a  given  class  of  risks.  One  class  may  show  a 
heavy  loss  experience  due  to  a  large  number  of  individual  losses,  no 
one  of  which  is  unusually  serious.  In  another,  losses  may  occur 
only  occasionally  but  each  loss  may  be  extremely  heavy,  approach- 
ing or  reaching  the  point  which  places  it  in  the  catastrophe  group. 

No  one  form  of  security  against  the  catastrophe  hazard  has 
become  standardized,  each  insurer  adopting  whatever  of  the  avail- 
able agencies  seem  best  or  most  expedient — its  decision  resting  on 
considerations  of  the  Bize  and  character  of  its  business  and  its 
underwriting  practices.  Three  general  methods  are  in  active  use; 
refusal  to  assume  risks  involving  a  catastrophe  hazard,  accumulation 
of  reserve  funds  from  which  extraordinary  losses  may  be  paid,  and 
shifting  catastrophe  risks  to  other  insurers  through  reinsurance. 

Limits.  The  simplest  and  most  obvious  method  of  dealing 
with  the  catastrophe  hazard  is  to  avoid  it  altogether  by  refusing  to 
accept  liability  for  losses  beyond  a  certain  amount  on  a  given  risk  or 
group  of  risks.  A  fire  insurance  company  may  limit  the  amount  of 
insurance  which  it  will  write  on  a  single  building,  in  a  single  block, 
or  in  a  single  "conflagration  district."  Employer's  liability  insur- 
ance is  written  with  standard  limits  of  $5,000  and  $10,000;  the 
$5,000  limit  applying  to  liability  for  the  injury  of  any  one  man, 
and  the  $10,000  limit  applying  to  liability  for  injuries  arising  out  of 
any  one  accident.1  Underwriters  at  Lloyds  limit  the  amount  of 
marine  insurance  which  they  will  grant  on  a  single  vessel;  life  insur- 
ance companies  refuse  to  write  policies  with  too  large  a  face  value; 
and  principal  sums  of  accident  insurance  policies  are  restricted  in 
like  manner.1 

Further  examples  of  this  type  of  practice  could  be  cited  from 
practically  every  form  of  insurance.     It  is  the  individualistic  method 

1  An  incrt*M  in  these  limits  involves  the  payment  of  additional  premiums, 
the  amount  of  which  is  determined  by  the  susceptibility  of  the  risk  to  the 
catastrophe  haxaxd- 

1  Limits  are  also  often  set  in  order  that  the  insured  may  not  be  able  to 
make  a  profit  by  collecting  the  amount  of  the  insurance,  thereby  minimising 
the  moral  hasard. 
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of  meeting  the  problem,  each  insurer  assuming  whatever  risk  it  can 
safely  carry  and  leaving  the  remainder  to  be  placed  with  other 
insurers  or  retained  by  the  policyholder.  Its  application  forces 
large  concentrated  interests  to  seek  their  insurance  from  several 
insurers  and  increases  the  complexities  attendant  on  a  settlement 
of  loss. 

Accumulation  of  Catastrophe  Reserves.  Every  insurance  organ- 
ization "lain tains  a  surplus  from  which,  if  necessary,  unusual 
demands  may  be  met.  Even  with  careful  attention  to  the  limita- 
tion of  risk  there  is  a  possibility  of  unusually  heavy  losses  due  to 
general  conditions,  and  occasionally  risks  which  underwriters  have 
considered  as  "separate  and  distinct"  may  be  shown  to  be  connected 
in  an  unforeseen  manner.  Proper  mangement  requires  a  fund 
which  will  provide  financial  reinforcements  with  which  to  meet 
such  losses. 

Some  organizations  assume  risks  which  are  known  to  involve  a 
catastrophe  hazard  on  the  theory  that,  while  a  catastrophe  loss  may 
embarrass  them  if  it  must  be  met  from  a  single  year's  income,  they 
will  be  able  to  meet  such  losses  successfully  if  spread  over  a  term  of 
years.  These  insurers  accumulate  a  "catastrophe  reserve"  by 
setting  aside  an  appropriate  amount.  Depletion  of  the  reserve  to 
meet  extraordinary  losses  is  corrected  by  new  accumulations  in  fol- 
lowing years.  The  state  workmen's  compensation  funds  are 
required  by  law  to  maintain  such  reserves  which,  with  one  exception, 
are  their  sole  immediate  resource  for  meeting  catastrophe  losses. 
For  example,  in  New  York  ten  per  cent  of  the  premiums  received 
by  the  fund  are  to  be  set  aside  until  a  total  of  $100,000  is  reached, 
after  which  five  per  cent  are  to  be  set  aside  until  the  fund  is  large 
enough  to  cover  the  catastrophe  hazard. 

Maintenance  of  catastrophe  reserves  by  individual  insurers  is  at 
best  of  limited  efficacy,  particularly  in  the  case  of  young  or  small 
organizations.  Their  adequacy  as  a  protection  against  serious  loss 
is  open  to  question  in  most  cases  and  they  require  that  large  sums  be 
kept  on  hand  in.  comparative  idleness. 

Reinsurance.  Reinsurance  is  the  latest  and  most  favored 
method  of  dealing  with  the  catastrophe  hazard.  The  practice  of 
limiting  risks  is  objectionable  to  policyholders,  who  prefer  to  place 
as  much  insurance  as  possible  with  one  company,  provided  it  offers 
ample  security;  and  also  to  insurers,  who  desire  to  offer  coverage  for 
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large  risks  and  thereby  increase  the  attractiveness  of  their  agency 
contracts.  The  practice  of  reinsuring  with  other  companies  that 
portion  of  a  risk  which  involves  a  catastrophe  hazard  enables  a 
single  company  to  assume  large  "lines"  and,  at  the  same  time,  offer 
security  to  its  policyholders.  Each  reinsurer  limits  the  risk  which 
it  will  assume  in  order  that  its  own  stability  may  not  be  threatened, 
and  requires  the  original  insurer  to  retain  a  certain  part  of  the  risk  to 
promote  careful  selection. 

Reinsurances  may  be  effected  by  the  submission  of  individual 
risks  to  the  reinsurer  for  acceptance  or  by  means  of  a  general  con- 
tract under  the  terms  of  which  the  reinsurer  automatically  assumes 
a  stated  amount  on  each  risk  at  the  moment  that  the  risk  is  written 
by  the  original  insurer.  Reinsurers  are  divided  into  two  broad 
classes;  independent  reinsurers,  whose  relation  to  the  reinsured  is 
purely  one  of  contract  for  indemnity,  and  mutual  reinsurance  or- 
ganizations of  which  the  reinsured  are  members. 

Fire  Insurance.  The  practice  of  the  Associated  Factory 
Mutual  Fire  Insurance  Companies  illustrates  one  method  of  rein- 
surance. If  one  of  these  companies  accepts  a  risk  larger  than  it 
seems  wise  to  carry  it  immediately  negotiates  with  other  factory 
mutuale  to  cover  the  excess  above  the  amount  which  it  desires  to 
retain.  The  amount  ceded  to  any  other  single  company  depends  on 
the  judgment  of  the  reinsurer  and  the  reinsured  as  to  the  risk  which 
can  be  carried  safely.  Under  this  plan  each  risk  and  each  rein- 
surance is  a  separate  problem  to  be  independently  settled. 

The  "reinsurance  treaty,"  a  form  of  contract  used  by  Euro- 
pean companies  specializing  in  reinsurance,  furnishes  a  simple  and 
comprehensive  method  for  shifting  surplus  risks.  Under  the  terms 
of  these  contracts  the  reinsurer  agrees  to  assume  automatically  a 
specified  portion  of  each  risk,  subject  to  limitations  of  amount  and 
location,  as  soon  as  the  orignal  contract  becomes  binding  on  the 
reinsured  company,  provided  notice  is  given  as  required.  The 
reinsurer  agrees  to  accept  a  proportionate  amount  of  the  premium 
collected,  minus  a  percentage  for  commission  and  other  expenses; 
and  to  abide  by  the  loss  adjustments  of  the  original  insurer.  In 
some  contracts  there  is  provision  for  profit-sharing  on  the  business 
ceded.  Contracts  of  this  sort  relieve  insurers  of  the  trouble  of 
separate  negotiation  for  each  risk  and  remove  the  danger  of  loss 
between  the  time  of  acceptance  of  the  risk  and  the  placing  of  rein- 
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surance.  Lose  of  profits  which  go  to  the  reinsurer,  and  the  difficulty 
of  watching  European  companies  are  drawbacks  of  the  plan.  In 
1915,  $63,538,652,  or  nearly  two-fifths  of  the  premiums  paid  for 
reinsurance  by  companies  operating  in  the  state  of  New  York,  were 
paid  to  treaty  companies. 

Desiring  to  retain  the  reinsurance  business  in  their  own  hands 
a  number  of  companies  writing  fire  insurance  have  organized  mutual 
associations  for  the  purpose  of  distributing  the  catastrophe  risk. 
The  largest  of  these  is  the  Reinsurance  Bureau,  an  organization  of 
sixty-three  American  and  European  fire  insurances  companies,  which 
writes  reinsurance  on  risks  in  thirty-four  states.  The  Bureau  is  in 
charge  of  a  manager  who  acts  as  attorney  for  the  member  com- 
panies, accepting  and  distributing  risks  according  to  a  basic  agree- 
ment covering  its  operations.  Risks  in  certain  localities  and  of 
extremely  hazardous  character  are  barred  and  limitations  are  placed 
on  the  amount  of  those  which  are  accepted.  The  original  insurer 
is  required  to  retain,  on  certain  risks,  an  amount  equal  to  that 
ceded  through  the  Bureau  and,  on  other  classes,  an  amount  equal 
to  at  least  one-half  of  the  amount  ceded.  All  cessions,  if  made 
within  the  rules,  are  obligatory  and  binding.  Members  partici- 
pate on  a  percentage  basis,  each  being  responsible  for  its  indi- 
vidual participation  of  one  to  three  per  cent  of  all  reinsurance 
effected.  ** 

The  Reinsurance  Clearing  House,  an  association  of  fifteen  fire 
insurance  companies,  combines  the  automatic  cession  feature  of 
treaty  agreements  with  a  mutual  form  of  organization.  Each 
member  company  assumes  five  to  twelve  and  one-half  per  cent  of 
the  reinsurance  risk  and  participates  in  earnings  and  losses. 

A  company  may  and  usually  does  employ  more  than  one 
method  of  avoiding  catastrophe  losses.  Limits  must  be  set  for 
localities  and  risks  not  covered  by  reinsurers.  Even  though  a 
company  retains  but  a  relatively  small  amount  on  individual  risks 
it  must  limit  the  number  of  risks  which  it  carries  in  a  given  area,  for 
a  conflagration  might  cause  a  heavy  drain  on  its  resources  through 
the  occurrence  of  a  large  number  of  small  losses.  In  order  to  cover 
a  large  risk  reinsurance  must  often  be  secured  from  several  reinsurers 
as  each  places  a  limit  on  the  amount  it  will  assume.  Maximum 
possible  coverage  is  further  limited  by  the  amount  of  reinsurance 
which  can  be  obtained  through  all  available  and  desirable  agencies. 
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Workmen's  Compensation.  It  is  usually  required  by  law  that 
the  amounts  payable  to  injured  employee  under  a  workmen's  com- 
pensation policy  shall  be  limited  only  by  the  provisions  of  the  com- 
pensation act.  An  insurer  can  apply  the  principle  of  limits  only 
by  refusing  to  accept  undesirable  risks.  If  a  risk  is  accepted  it 
carries  with  it  the  catastrophe  hazard  incident  to  its  classification. 
Reinsurance  is,  therefore,  peculiarly  necessary  in  this  branch  of  the 
business  hi  which  the  reinsurer,  in  return  for  a  percentage  of  total 
premiums,  assumes  liability  for  all  losses  in  excess  of  a  specified 
amount  arising  out  of  any  one  accident. 

A  considerable  amount  of  this  business  is  handled  by  London 
Lloyds  and  by  the  larger  insurance  companies  but  the  mutual 
principle  has  been  applied  in  at  least  two  organizations;  the  Work- 
men's Compensation  Reinsurance  Bureau,  and  the  Mutual  Corpo- 
rations' Reinsurance  Fund.  The  Bureau  is  maintained  by  fifteen 
stock  companies  which  pay  into  a  general  fund  five  per  cent  of  pre- 
miums received  on  account  of  risks  in  the  state  of  New  York  and 
two  and  one-half  per  cent  of  premiums  from  other  states.  With 
the  exception  of  losses  on  certain  prohibited  extra-hazardous  classi- 
fications, the  bureau  assumes  liability  for  losses  due  to  a  single 
accident  in  excess  of  125,000.  Members  participate  in  any  surplus 
above  the  requirements  of  the  fund  and  are  liable  for  assessments  in 
case  of  a  deficit.  For  accounting  purposes  the  bureau  divides  its 
business  into  two  groups  according  to  the  percentage  of  premiums 
paid,  each  group  being  financially  distinct.  Dividend  payments  are 
subject  to  the  requirement  that  a  fund  of  $250,000  be  accumulated 
and  maintained  for  each  group.        , 

The  Mutual  Fund  is  operated  on  a  somewhat  similar  plan.  Its 
membership  includes  nine  mutual  companies  in  New  York  State. 
Contributions  of  five  per  cent  of  total  premiums  are  made  to  the 
fund  and  each  company  is  liable,  if  necessary,  for  an  additional  as- 
sessment of  five  per  cent  of  premiums  collected  during  the  year  pre- 
ceding a  catastrophe  Ices.  Losses  in  excess  of  $25,000  but  not 
exceeding  $100,000  are  paid  from  the  fund.  The  risk  in  excess  of 
$100,000  is  usually  shifted  to  other  reinsurers. 

Akin  to  these  organisations  is  "The  Associated  Companies," 
a  combination  of  ten  stock  companies  exclusively  for  the  writing  of 
mining  risks,  which  involve  a  high  degree  of  catastrophe  hazard. 
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AH  premiums  and  losses  are  divided  among  toe  companies  equally, 
the  ordinary  as  well  as  the  catastrophe  risk  being  distributed. 

No  attempt  has  been  made  to  cover  the  entire  field  of  rein- 
surance— examples  might  be  cited  ad  infinitum  but  those  presented 
are  sufficient  to  show  the  growing  tendency  to  extend  the  principle 
of  insurance  from  the  distribution  of  the  losses  of  individuals  to  the 
distribution  of  losses  of  insurers.  Insurance  organisations,  by 
protecting  themselves,  can  offer  greater  security  to  their  policy- 
holders and  enable  large  property  owners  to  carry  their  insurance 
with  a  relatively  small  number  of  companies.  Systematic  coopera- 
tion has  increased  the  ease  and  certainty  with  which  business  affairs 
may  be  conducted. 
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THE  DISABILITY  INSURANCE  POLICY 

Bt  A.  P.  Woodwabd, 
Secretary,  Accident  Department,  Connecticut  General  Life  Insurance  Company. 

Accident  insurance  had  its  inception  in  England  with  the  Rail- 
way Passengers  Insurance  Company  of  London  in  1849,  and,  as 
the  name  of  the  company  implies,  this  form  of  insurance  was  sug- 
gested by  the  perilous  adventure  of  a  journey  on  the  then  new 
railroad  train.  From  this  limited  coverage  it  has  been  gradually 
extended  to  include  practically  all  accidental  bodily  injuries. 
Insurance  against  loss  from  sickness  or  disease  is  more  recent  in 
its  development.  In  the  last  thirty  years  it  has  grown  in  volume 
from  a  premium  income  of  approximately  92,000,000  to  approxi- 
mately $33,000,000  annually. 

This  insurance,  which  is  generally  termed  a  disability  insur- 
ance policy,  is  primarily  a  contract  of  indemnity,  though  in  so  far 
as  it  provides  any  payment  in  the  event  of  death,  it  involves  the 
principles  of  a  limited  life  insurance.  Apart  from  this  feature,  the 
policy  is  a  contract  of  insurance  against  material  or  pecuniary  loss 
on  the  part  of  the  insured.  To  entitle  the  policyholder  to  benefits 
under  the  policy  he  must  sustain  a  loss  either  of  some  member  of 
the  body  as,  for  instance,  a  hand  or  foot,  or  of  his  time;  pain  or 
inconvenience  does  not  come  within  the  scope  of  the  insurance. 

Carrying  the  principle  of  indemnity  into  practice,  the  under- 
writer in  issuing  policies  sees  to  it  that  the  amount  which  he  prom- 
ises to  pay  for  any  fixed  loss  bears  a  reasonable  relation  to  the 
financial  condition  of  the  applicant,  and  when  the  policy  la  of  a 
form  providing  for  the  payment  of  a  stipulated  amount  per  week  or 
per  month  for  loss  of  time  that  such  amount  is  fixed  at  something 
less  than  the  average  weekly  or  monthly  earnings  of  the  applicant. 
The  word  "earnings"  is  used  in  distinction  to  income  to  define  that 
part  of  the  insured's  income  resulting  directly  from  his  labor  and 
to  exclude  such  part  of  it  as  results  from  invested  funds  through 
sources  not  dependent  upon  the  application  of  his  time. 
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The  Application 

Before  attempting  an  examination  of  the  policy  contract, 
consideration  must  be  given  to  the  application  for  the  insurance, 
which  is  the  foundation  upon  which  the  policy  rests.  This  appli- 
cation, either  in  the  form  of  questions  and  answers  or  by  statements 
of  the  applicant,  is  designed  to  give  to  the  underwriter  such  informa- 
tion as  will  identify  the  insured  and  enable  him  to  carry  out  the 
applicant's  wishes  should  loss  occur;  to  hx  the. premium  charge  by 
determining  to  what  extent  the  applicant  is  exposed  to  the  hasard 
of  injury;  and,  lastly,  to  determine  whether  the  applicant  is  in 
normal  or  abnormal  physical  condition. 

It  is  assumed  that  the  possibility  of  injury  from  accidents 
"  common  to  all,"  i.e.,  accidents  about  the  dwelling,  on  the  streets 
and  highways,  while  riding  in  public  conveyances  and  in  recreation, 
is  practically  the  same  for  all  classes  of  applicants.  The  difference 
in  the  hazard  of  any  risk  lies  in  the  occupational  exposure,  and  some 
idea  of  how  widely  they  differ  may  be  gained  from  the  premium 
tables  varying  from  $5  to  $30  per  unit  of  insurance.  The  standard 
manual  lists  over  6,000  occupations  divided  into  ten  classifications 
containing  practically  all  occupations  with  the  exception  of  a  few 
special  hazards  connected  with  mining  and  railway  operation. 
Individuals  in  the  same  business  or  occupation  differ  widely  in  then- 
exposure  to  injury  and,  therefore,  it  becomes  necessary  to  determine 
uot  only  the  occupation  but  the  duties  of  the  particular  applicant 
in  that  occupation.  Investigation  in  a  case  in  which  the  applicant 
described  his  occupation  as  "General  Manager  of  the Sail- 
road  Company,  executive  duties  and  traveling,"  disclosed  that  the 

Railroad  was  fourteen  miles  long  and  that  the  General 

Manager  regularly  collected  tickets,  handled  baggage  and  express 
goods,  and  occasionally  operated  a  gasoline  motor  car  in  which 
passengers  were  carried — I  cite  this  case  as  an  illustration  of  the 
need  for  knowing  more  than  the  title  of  an  occupation  to  determine 
in  what  work  the  applicant  is  engaged.  Difference  in  occupation 
is  not  taken  into  account  in  determining  the  premium  charge  for 
disability  due  to  sickness.  J 

Disability  insurance  is  issued  without  medical  examination, 
the  underwriter  relying  upon  the  insured's  statement  of  his  age, 
height,  weight,  such  medical  or  surgical  treatment  as  he  may  have 
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received,  and  any  condition  of  bodily  or  mental  infirmity  from  which 
he  is  suffering. 

A  copy  of  the  application  is  made  part  of  the  policy  contract, 
and  under  it  the  applicant  agrees  that  the  right  to  recover  on  any 
policy  of  insurance  issued  upon  the  basis  of  the  application  shall  be 
barred  in  the  event  that  any  one  of  its  statements,  material  either 
to  the  acceptance  of  the  risk  or  to  the  hazard  assumed  by  the  com- 
pany, is  false;  or  in  the  event  that  any  one  of  its  statements  is  false 
and  made  with  intent  to  deceive. 

The  Policy 

Having  briefly  examined  the  application,  we  may  now  turn  to 
the  policy  itself.  There  is  no  standard  form  of  disability  insurance 
policy  created  by  legislative  enactment  as  in  some  lines  of  insurance, 
but  custom  has  gradually  developed  what  may  for  practical  pur- 
poses be  considered  a  standard  policy,  and  for  purposes  of  this 
analysis  we  will  assume  that  we  have  before  us  such  a  typical 
policy  providing  17,500  principal  sum  and  $25  weekly  indemnity. 

What  is  the  nature  of  this  insurance?  The  answer  is  found  in 
the  insuring  clause  and  perhaps  no  single  proposition  of  insurance 
law  is  so  generally  misunderstood  as  that  applicable  to  its  proper 
interpretation. 

At  the  outset  it  becomes  apparent  that  two  causes  of  loss  are 
contemplated — loss  due  to  bodily  injuries  and  loss  due  to  sickness 
or  disease  with  a  sharply  drawn  line  of  demarcation  between  them. 
Furthermore,  it  is  attempted  to  cover  only  a  part  of  the  personal 
losses — death,  and  loss  of  hands,  feet,  eyes,  etc.,  from  but  one  of 
several  ways  by  which  they  may  occur.  The  obvious  explanation 
of  the  misunderstanding  of  the  insuring  clause  is  the  endeavor  to 
express  this  limitation  in  a  few  words,  and  in  the  very  nature  of 
things  it  is  not  surprising  that  border-line  cases  constantly  arise. 
It  is  necessary  to  consider  this  policy  as  though  there  were  two 
distinct  contracts  of  insurance,  one  insuring  against  injuries  and 
.  the  other  against  diseases.  We  will  examine  the  accident  feature 
first. 

For  upwards  of  fifty  years  the  enacting  clause,  or  insuring 
clause,  of  the  accident  insurance  policy  has  provided  benefits  in 
the  event  of  loss  "resulting  from  bodily  injuries  effected  directly 
and  independently  of  all  other  causes  through  external,  violent  and 
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accidental  means."  Owing  to  the  construction  put  by  the  courts 
upon  the  words  "external"  and  "violent,"  they  are  of  little,  if  any, 
importance  in  determining  liability  in  any  case,  and  there  is  a  marked 
tendency  on  the  part  of  underwriters  to  omit  them  from  the  present- 
day  policies  so  that  we  may,  therefore,  consider  this  clause  as  though 
it  read  "against  loss  resulting  from  bodily  injuries  effected  directly 
and  independently  of  all  other  causes  through  accidental  means." 
Two  distinct  propositions  are  embodied  in  this  insuring  clause: 
first,  it  must  be  shown  that  the  insured  suffered  a  bodily  injury 
effected  through  accidental  means;  and  second,  that  the  bodily 
injury  so  effected  was  the  sole  cause  of  the  loss.  Much  of  the  mis- 
understanding has  arisen  because  of  failure  to  keep  this  dual  require- 
ment in  mind  and  to  properly  apprehend  the  meaning  of  accidental 


In  one  of  the  earliest  cases  construing  an  accident  policy  the 
United  States  Supreme  Court  laid  down  this  rule: 

that  if  a  result  is  such  as  follows  from  ordinary  means  voluntarily  employed  in 
not  an  unusual  and  unexpected  way,  it  cannot  be  as  a  result  effected  by  accident*] 
means,  but  if  in  the  act  which  precedes  the  injury,  something  unforeseen,  unex- 
pected, unusual  occurs  which  produces  the  injury,  then  tic  injury  has  resulted 
from  accidental  means. 

The  occurrence  of  an  injury  does  not  justify  the  conclusion 
that  it  was  effected  through  accidental  means.  It  may  be  the 
unforeseen  or  unlooked  for  consequences  of  an  intentional  act,  or 
it  may  be  the  consequences  of  an  unintentional  or  unlooked  for  act, 
and  it  is  only  the  latter  which  come  within  the  scope  of  the  policy. 
Perhaps  an  illustration  may  make  this  distinction  clearer.  In  a 
recent  decision  it  appeared  that  the  insured  was  sitting  in  an  arm- 
chair and  for  the  purpose  of  demonstrating  his  strength,  placed  his 
hands  on  the  arms  of  the  chair  and  raised  and  lowered  his  body. 
This  unaccustomed  exercise  brought  about  a  rupture  of  a  blood 
vessel.  The  court  concluded  that  though  the  injury  was  clearly  an 
accident,  it  was  not  effected  by  accidental  means  because  the  in- 
sured did  what  he  intended  to  do  in  the  way  designed  and  the  only 
unexpected  occurrence  in  connection  with  the  incident  was  the 
unfortunate  result. 

Having  determined  that  bodily  injuries  are  effected  by  acci- 
dental means,  it  becomes  necessary  to  revert  to  the  second  of  the 
two  limitations  of  the  insuring  clause  and  show  that  these  injuries 
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alone  produced  the  loss.  If  the  injury  starts  &  train  of  circumstances 
and  the  final  link  is  a  disorder  which  ordinarily  would  be  termed  a 
disease,  liability  attaches  under  the  policy,  for  the  injury  must  be 
regarded  as  the  sole  actuating  cause  of  the  loss;  for  instance,  death 
due  to  pneumonia  following  a  severe  blow  on  the  chest.  If,  on  the 
other  hand,  the  insured  is  suffering  from  a  disease  or  bodily  impair- 
ment or  abnormality  which,  cooperating  with  the  injury,  produces 
the  loss,  liability  does  not  attach.  The  principle  involved  is  simple 
enough,  but  its  practical  application,  involving  as  it  does,  a  deter- 
mination of  fact,  requires  close  and  subtle  reasoning  and  is  a  source 
of  frequent  misunderstanding. 

Having  brought  the  happening  within  the  limitations  of  the 
insuring  clause,  let  us  examine  the  various  benefits  provided  for 
the  resulting  loss.  For  loss  of  life  and  for  certain  specific  losses  that 
could  not  otherwise  be  definitely  and  satisfactorily  measured  in 
dollars  and  cents  at  the  time  of  their  occurrence,  the  principal  sum 
or  some  proportionate  part  is  payable.  This  typical  policy  provides 
for  loss  of 


Both  Hands 

Both  Feet 

Sight  of  Both  Eyes 

Hand  and  Foot 

Hand  or  Foot  and  Sight  of  an  Eye. . 


Thumb  and  Index  Finger 1,875 

The  loss  and  its  cause  must  be  so  linked  together  as  to  reason- 
ably exclude  the  possibility  of  a  subsequently  acquired  infirmity 
complicating  or  in  part  causing  the  loss.  If  the  injury  is  such  as 
prevents  the  insured  from  performing  all  of  the  duties  of  his  occu- 
pation from  the  date  of  its  occurrence  and  during  the  continuance 
of  this  condition  one  of  these  specific  losses  occurs,  the  benefit 
provided  for  that  loss  is  payable.  If,  however,  the  injury  should 
not  produce  an  immediate  disability,  it  is  necessary  to  link  cause 
and  effect  together  in  point  of  time  so  as  to  reasonably  protect 
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both  the  insured  and  the  insurer.  Sufficient  time  must  elapse  to 
allow  the  injury  to  develop  and  for  such  surgical  attention  aa  it 
may  necessitate,  and  on  the  other  hand  the  period  of  time  must  be 
sufficiently  short  to  exclude  any  question  of  doubt  as  to  the  cause 
of  the  loss  and  at  the  same  time  make  the  contract  definite  and 
certain.  Ninety  days  is  the  time  fixed  by  practically  all  policies 
for  the  occurrence  of  this  loss  following  an  injury  unless,  as  just 
pointed  out,  the  loss  and  the  injury  are  continuously  connected  by 
a  period  of  disability. 

Only  a  small  percentage  of  injuries  result  in  loss  of  life  or  of 
some  member  of  the  body.  The  large  percentage  cause  loss  of  time 
for  which  benefits  are  payable.  The  policy  defines  two  classes — 
total  disability  and  partial  disability. 

This  typical  policy  reads  as  follows: 

Or  if  such  injuries  alone,  independently  and  exclusively  of  all  other  cause*, 
■hall  from  the  date  of  the  accident  wholly  and  continuously  prevent  the  insured 

frora  performing  any  and  every  kind  of  duty  pertaining  to  his  occiipatiou.  .  .    . 

This  provision  lays  down  three  conditions  by  which  each  given 
set  of  facts  are  to  be  measured  to  determine  the  respective  rights 
of  the  insured  and  the  insurer.  It  defines  total  disability  as  that 
condition  during  which  the  insured  is  unable  to  cany  on  any  of  his 
business  duties.  If  such  disability  exists,  did  it  immediately  follow 
the  injury?  If  such  disability  exists  and  it  immediately  followed 
the  injury,  is  it  continuous?  Again  the  limited  nature  of  the  insur- 
ance becomes  obvious  and  we  see  that  only  a  certain  kind  of  dis- 
ability is  within  the  coverage  of  the  policy.  Assuming  that  such  a 
disability  is  established,  this  typical  policy  provides  a  benefit  of 
$25.00  weekly,  payable  as  long  as  the  disability  lasts,  be  it  for  a 
few  days,  a  few  months,  or  possibly  the  balance  of  the  insured's 
life. 

Partial  disability,  as  the  name  implies,  is  something  leas  than 
total  disability  and  is  defined  by  the  policy  as  an  inability  to  per- 
form "one  or  more  important  daily  duties  pertaining  to  his  occupa- 
tion." The  same  limitation  exists  here  as  in  the  provision  regarding 
total  disability,  though  this  condition  of  partial  disability  may 
either  immediately  follow  the  injury  or  follow  a  period  of  total 
disability  and,  instead  of  being  payable  during  the  duration  of 
disability,  is  limited  to  a  period  which  is  very  generally  fixed  at 
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twenty-six  weeks,  providing,  under  this  typical  policy,  a  benefit  of 
one-half  the  total,  or  $12.50  a  week. 

Statistics  compiled  from  a  large  number  of  cases  show  that 
fractures,  dislocations  and  similar  injuries  produce  an  average 
period  of  disability.  A  schedule  of  Buch  injuries  as  permit  a  clear 
definition  with  the  benefits  payable,  determined  by  applying  to 
the  amount  of  the  policy  this  average  period  of  disability,  is  incor- 
porated in  the  contract.  The  insured  has  the  option  of  taking  this 
benefit,  payable  immediately  in  a  lump  sum,  or  of  awaiting  the 
termination  of  hie  disability  and  taking  the  amount  stipulated  per 
week  under  the  policy. 

Beginning  in  1909  there  has  been  a  series  of  legislative  enact- 
ments relating  to  accident  and  health  insurance  which  fortunately 
have  been  practically  uniform  in  the  several  states-  Uniform 
phraseology  of  certain  "standard  provisions"  is  prescribed  and 
these  provisions  must  be  incorporated  in  every  policy  issued. 

A  clear  understanding  of  the  nature  of  the  accident  insurance 
policy  requires  an  examination  of  one  of  these  provisions  generally 
referred  to  as  the  pro-rate  provision,  which  reads  in  part  as  follows: 

In  the  event  that  the  insured  is  injured  after  having  changed  his  occupation 
to  one  classified  by  the  insurer  as  more  hazardous  than  that  stated  in  the  policy, 
or  while  he  is  doing  any  act  or  thing  pertaining  to  any  occupation  bo  classified, 
except  ordinary  duties  about  hie  residence  or  while  engaged  in  recreation  .... 
the  insurer  will  pay  only  such  portion  of  the  indemnities  provided  in  the  policy 
as  the  premium  paid  would  have  purchased  at  the  rate  but  within  the  limits  so 
fixed  by  the  insurer  for  such  more  hazardous  occupation. 

In  analyzing  the  application  I  laid  some  stress  upon  the  in- 
sured's occupation  and  a  description  of  the  duties  performed  by  him, 
and  I  called  attention  to  the  classification  of  risks  by  occupations. 
The  "Standard  Provision  Law"  recognises  this  control  of  classi- 
fication by  occupation  to  the  extent  of  saying  to  the  parties  that 
even  though  they  have  agreed  upon  a  policy  providing  a  certain 
benefit,  yet  if  the  insured  has  met  with  injury  through  exposing 
himself  to  greater  probability  of  injury  than  was  contemplated  when 
the  policy  was  written,  the  benefits  payable  shall  not  be  the  sum  for 
which  the  policy  was  written,  but  only  such  proportionate  part  as 
is  commensurate  with  the  increased  exposure. 

Turning  to  the  provisions  for  loss  due  to  sickness,  we  find  that 
loss  of  life,  hand,  foot,  sight,  or  any  member  of  the  body  is  elim- 
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mated,  and  the  benefits  limited  to  loss  of  time.  The  language  used 
in  the  insuring  clause  is  "against  disability  from  sickness  or  disease, " 
contracted  during  the  term  of  the  policy  and  requiring  treatment 
by  a  physician. 

As  in  the  accident  feature,  two  degrees  of  disability  are  recog- 
nised— total  and  partial.  The  definition  of  total  disability  is  the 
same.  Partial  disability  is  defined  somewhat  differently  as  an 
inability  to  perform  "  one  or  more  important  daily  duties  pertaining 
to  his  occupation,  sustaining  a  loss  of  at  least  one-half  his  business 
time  each  day."  This  partial  disability  must  also  follow  total 
disability. 

The  payment  of  benefits  is  limited  to  a  period  of  fifty-two  weeks 
for  either  total  disability  or  total  and  partial  disability  combined. 
In  this  typical  policy  either  $25  or  112.50  a  week  is  payable. 

If  the  disability  is  of  a  permanent  nature,  upon  proof  that  it  has 
existed  for  twelve  months  and  resulted  in  the  loss  of  the  use  of 
hands,  feet  or  sight,  an  additional  benefit  equal  to  forty-eight  times 
the  weekly  benefit  for  total  disability  is  payable. 

Old  age  is  recognised  as  a  factor  causing  disability  from  sick- 
ness and  an  increase  in  the  premium  table  is  made  beginning  with 
age  fifty-one. 

Losses  of  any  description  due  to  war,  military  or  naval  service, 
aviation,  and  sickness  sustained  in  the  tropics,  are  specifically 
excluded  in  the  coverage  of  the  policy. 

We  have  considered  the  essential  elements  of  the  disability 
insurance  policy.  Competition  has  taken  the  form  of  increased 
benefits  rather  than  a  reduction  of  premium  rates.  Accordingly 
we  find  this  typical  policy  providing  for  the  payment  of  double 
benefits  if  such  injuries  are  sustained  (a)  while  a  passenger  in  or  on  a 
public  conveyance  provided  by  a  common  carrier  for  passenger 
service  (including  the  platform,  steps  or  running  board  of  railway 
or  street  railway  cars) ;  or  (b)  while  a  passenger  in  a  passenger  ele- 
vator (excluding  elevators  in  mines) ;  or  caused  (c)  by  the  burning 
of  a  building  while  the  insured  is  therein  at  the  commencement  of 
the  fire;  or  (d)  by  the  collapse  of  the  outer  walls  of  the  building  while 
the  insured  is  therein;  or  (e)  by  a  stroke  of  lightning;  or  (f)  by  a 
cyclone  or  tornado;  or  (g)  by  the  explosion  of  a  steam  boiler. 

Provision  is  made  for  the  payment  of  certain  fixed  amounts 
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varying  from  $5  to  $100  should  the  injuries  or  sickness  necessitate 
one  of  a  number  of  operations  enumerated  in  the  schedule  of  opera- 
tions contained  in  the  policy;  and  if  the  injuries  or  sickness  require 
hospital  treatment,  the  payment  of  the  expenses  incurred,  not 
exceeding  $12.50  a  week  for  twenty  weeks.  If  the  injuries  do  not 
cause  a  loss  for  which  indemnity  is  payable,  but  do  require  surgical 
treatment,  provision  is  made  for  the  payment  of  the  Burgeon's  bill, 
cot  exceeding  $25. 

Also  provision  is  made  to  place  the  insured  in  the  care  of  rela- 
tives or  friends,  provided  such  expense  does  not  exceed  the  sum  of 
$100,  should  he  by  reason  of  injury  or  illness  be  unable  to  com- 
municate with  them  and  the  company  be  notified  of  his  condition. 

The  policy  also  sets  forth  the  procedure  to  be  followed  in  giving 
notice  of  injury,  payment  of  benefits  and  changes  in  the  insurance. 

Special  needs  of  individual  insurance  are  usually  taken  care  of 
by  endorsement  upon  the  policy  or  by  means  of  riders  embodying 
special  provisions  attached  to  and  made  part  of  the  policy. 

The  CoNCLtJsiON 

In  conclusion  I  am  tempted  to  indulge  in  a  brief  speculation  as 
to  the  future  development  of  this  branch  of  insurance.  The  present- 
day  disability  policy  is  a  product  of  a  slow  evolution  which  has  not 
always  been  logical.  Originally  designed  to  cover  only  railroad 
accidents,  gradually  the  various  limitations  have  been  removed 
from  it  until  today  it  covers  all  accidents,  and  the  supposed  danger 
of  railroad  travel  has  in  the  light  of  underwriting  experience  dimin- 
ished to  the  point  where  double  benefits  are  paid  for  such  accidents. 
Why  the  insured's  time  should  be  worth  twice  as  much  if  he  is 
disabled  through  meeting  an  injury  while  riding  on  a  train  as  it  is 
if  [he]  fell 'down  stairs  in  his  own  dwelling  and  sustained  the  same 
injury  is  difficult  to  explain. 

Properly  viewed,  disability  insurance  is  but  a  part  of  that 
enormously  important  branch  of  insurance  which,  for  want  of  a 
better  name,  may  be  called  personal  insurance  to  distinguish  it  from 
commercial  and  property  insurance.  This  personal  insurance 
includes  loss  due  to  death,  to  disability  from  any  cause,  and  against 
the  certain  infirmities  of  old  age. 

Assuming  that  a  person  has  responsibilities  for  which  provision 
must  be  made  in  the  event  of  death,  why  should  he  pick  out  one  of 


,y  Google 


236  Thb  Annals  of  th>  Akbrican  Academy 

the  forms  by  which  his  life  may  be  terminated  and  insure  against 
that  to  the  exclusion  of  all  others?  Accidents  cause  approximately 
9  per  cent  of  all  deaths  in  the  United  States,  while  pneumonia  causes 
approximately  14  per  cent  but  we  do  not  insure  against  death  by 
pneumonia  alone,  though  apparently  it  would  be  more  logical  to 
do  so.  The  death  hazard  is  properly  covered  by  life  insurance,  and 
there  seems  no  clear  justification  for  a  form  of  insurance  covering 
it  from  the  limited  causes  we  have  been  considering. 

Nor  is  there  any  real  justification  in  endeavoring  to  distinguish 
between  so-called  accident  disability  and  so-called  sickness  disability. 
Frequently  it  is  well-nigh  impossible  to  distinguish  one  from  the 
other  or  to  tell  where  one  ends  and  the  other  begins.  To  the  insured 
who  is  disabled,  toe  loss  is  precisely  the  same.  This  also  applies  to 
the  benefits  for  the  loss  of  hands,  feet  or  sight.  What  the  insured 
needs  is  compensation  for  this  loss  regardless  of  what  may  have 
occasioned  the  loss. 

Much  waste  occurs  in  the  payment  of  an  enormous  number  of 
trivial  losses,  losses  that  are  not  in  any  sense  of  the  word  real  losses. 
Waste  has  to  be  paid  for,  and  in  the  insurance  business  there  is  but 
one  source  from  which  the  wherewithal  to  make  payments  can  come 
and  that  source  is  the  policyholder.  The  insurance  company  does 
not  produce,  its  sole  function  being  to  collect  and  distribute.  There- 
fore, some  change  is  desirable  to  effect  a  saving  of  the  amounts  paid 
for  these  trivial  claims  of  a  few  days'  duration. 

Disability  insurance  is  sold — not  bought,  and  its  sale  requires 
the  entire  time  of  a  large  body  of  highly  trained  and  efficient  sales- 
men. The  modern  disability  insurance  is  a  term  contract  running 
for  a  period  of  twelve  months  at  most  and  frequently  only  for  six  or 
three  months.  Here  again  is  a  source  of  enormous  waste— waste  of 
time  of  these  salesmen  in  going  back  each  three  or  six  or  twelve 
months  to  arrange  with  their  clients  for  insurance,  not  new  insur- 
ance or  more  insurance  necessitated  by  changed  conditions  on  the 
part  of  the  client,  but  the  same  insurance  which  the  client  carried 
during  the  preceding  term.  That  waste  also  has  to  be  paid  for  and 
again  it  is  the  policyholder  who  does  the  paying.  Changes  must 
be  adopted  that  will  make  the  insurance  permanent  in  form  and 
enable  the  salesman  to  devote  his  energies  to  the  development  of 
new  business.    These  changes  cannot  be  wholly  effected  by  the 
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insurance  companies.  Unfortunately,  state  supervision  of  insur- 
ance has  not  always  been  guided  by  wisdom  and  foresight  and  regu- 
lations apparently  justified  by  temporary  expediency  prove  stum- 
bling-blocks to  future  development.  What  is  needed  is  not  less 
supervision  but  supervision  which,  safeguarding  the  interests  of  the 
policyholder,  is  flexible  enough  to  allow  for  such  changes  as  are 
requisite  to  our  economic  and  social  development.  The  fullest 
measure  of  success  can  result  only  from  an  intelligent  cooperation 
between  the  insurance  departments  and  the  underwriter. 
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ACCIDENT  PREVENTION 

By  David  8.  Betes, 
Manager,  Accident  Prevention  Department,  MaamohumtU  Employe*  Innttanoe 


DEVELOPMENT 

The  first  serious  attempts  at  systematic  accident  prevention 
were  made  abroad,  following  the  introduction  of  compensation  acts. 
From  time  immemorial  it  had  been  the  rule  that  an  injured  work- 
man was  entitled  to  "damages"  only  if  it  could  be  clearly  shown  that 
he  was  injured  through  some  fault  of  his  employer.  Therefore,  for 
his  own  protection  the  employer  would  usually  try  to  show  that  each 
accident  was  the  fault  of  the  injured  workman  or  of  one  of  his 
fellow-employes.  Under  these  conditions  it  is  not  to  be  wondered 
at  that  little  accident  prevention  work  was  done.  Since  the  em- 
ployer disclaimed  all  blame  for  the  accident,  he  did  not  feel  any 
responsibility  for  its  prevention. 

This  situation  was  unsatisfactory  for  all  concerned.  It  cost 
the  employer  large  sums  for  accident  expense,  litigation,  etc.,  only  a 
small  part  of  which  ever  reached  the  injured  employe;  it  also  brought 
about  unending  controversy  and  ill-feeling. 

The  first  compensation  act  along  modern  lines  was  adopted  in 
Germany  in  1884,  or  more  than  thirty  years  ago.  This  act  provided 
compensation i for  workmen  injured  in  the  course  of  their  employ- 
ment, regardless  of  whether  it  could  be  shown  that  the  employer 
was  at  fault  or  not.  This  situation  led  to  an  entirely  new  attitude 
towards  industrial  accidents  on  the  part  of  the  employer.  The 
prevention  of  accidents  immediately  became  an  important  con- 
sideration, since  the  new  act  made  it  certain  that  each  accident 
would  add  to  the  cost  of  his  insurance.  This  resulted  in  a  careful 
study  being  made  of  the  causes  of  accidents  and  in  the  adoption  of 
rules  for  their  prevention. 

Within  the  next  few  years  compensation  acts  were  passed  in 
various  other  countries,  until  the  beginning  of  the  present  century 
found  that  nearly  all  important  civilised  countries  (with  the  excep- 
tion of  our  own)  had  adopted  the  compensation  principle  in  some 
form  or  other. 
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Fortunately,  accident  prevention  in  the  United  States  did  not 
wait  for  the  passage  of  compensation  acts  (although  the  adoption  of 
such  acts  has  unquestionably  given  a  decided  stimulus  to  the 
movement).  Energetic  accident  prevention  campaigns  were  under 
way  in  some  of  the  large  corporations  of  this  country  ten  years  ago, 
or  several  years  before  the  first  compensation  act  went  into  effect. 
The  good  results  thus  accomplished  have  served  as  a  constant  in- 
spiration for  other  plants  to  take  up  this  work  voluntarily. 

It  is  interesting  to  notice  the  variation  in  methods  used  by  the 
different  countries  in  attacking  the  accident  prevention  problem. 
The  German  compensation  act  required  manufacturers  to  insure  in 
mutual  associations,  each  association  representing  a  certain  industry. 
It  then  became  the  duty  of  these  associations  to  prepare  rules  and 
regulations  for  the  prevention  of  accidents  in  the  plants  insured 
with  them.  While  excellent  work  has  been  done  along  this  line  it 
would  seem  that  German  paternalistic  methods  have  been  carried 
rather  too  far  in  accident  prevention,  as  well  as  in  some  other  lines. 
Instead  of  educating  the  workmen  in  principles  of  caution,  rules  of 
conduct  have  been  prescribed  in  minute  detail.  For  example, 
workmen  are  warned  against  reclining  or  Bleeping  on  roofs  or  high 
scaffolds,  or  in  occupied  horse  stalls;  workmen  are  directed  not  to 
swing  a  hammer  until  they  know  that  no  one  is  standing  behind 
them,  whom  they  might  hit;  engineers  are  told  to  turn  on  the  light 
in  their  engine  rooms  when  it  gets  dark,  etc.,  etc. 

England  has  followed  a  different  accident  prevention  policy. 
The  method  in  England  has  been  to  outline  general  safety  principles 
for  the  guidance  of  the  employer,  following  this  up  by  government 
inspection.  Serious  accidents  are  investigated  by  the  inspectors 
or  by  special  commissions,  and  where  it  is  possible  to  place  the  blame 
on  some  individual,  a  fine  is  often  administered.  By  way  of  il- 
lustrating these  fines,  the  following  examples  from  one  of  the  annual 
boiler  inspector's  reports  may  be  cited: 

In  one  case  where  a  laundry  cylinder  was  wrecked,  the  fault 
was  attributed  to  a  defective  casting,  and  the  maker  of  the  machine 
was  fined  $600.  In  another  case,  a  cast  iron  dye  extractor  exploded 
on  account  of  the  reducing  valve  being  inoperative  and  permitting 
excessive  pressure.  The  mechanical  foreman,  who  was  responsible 
for  keeping  the  valve  in  order,  was  found  guilty  of  negligence  and 
ordered  to  pay  $100.    In  another  case,  an  engine  used  for  agri- 
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cultural  purposes  exploded  on  account  of  corroded  plates.  This 
engine  was  hired  by  one  concern  from  another.  The  responsibility 
waa  divided  between  the  owner  and  the  user,  and  they  were  fined 
$125  and  $250  respectively.  In  another  case,  an  engine  used  on  a 
farm  exploded  and  a  man  who  had  advised  the  user  to  purchase  it 
was  fined  $100.  Apparently  advice  is  not  always  so  "cheap"  as  we 
have  been  informed!  Thus  we  have  the  builder,  owner,  operator, 
foreman,  lessor,  lessee  and  advisor,  all  of  whom  suffered  pecuniary 
punishment  for  neglecting  to  take  what,  in  the  eye  of  the  law,  was 
proper  precaution. 

In  the  United  States  a  new  and  powerful  agency  has  been 
employed  for  the  prevention  of  accidents,  in  addition  to  safeguards 
and  rules  such  as  those  used  abroad.  This  is  "Safety  Education." 
It  consists  in  the  systematic  training  of  the  workmen  along  safety 
lines  and  the  enlistment  of  their  interest  and  cooperation  in  the 
safety. movement.  For  this  purpose,  safety  bulletins  and  moving 
pictures  are  used,  safety  signs  and  slogans  are  posted,  safety  talks 
are  given.  Safety  committees  are  formed  among  the  workmen 
themselves,  through  whose  inspections  valuable  suggestions  are 
often  received.  Through  these  and  similar  agencies  the  men  are 
brought  to  realise  that  the  accident  problem  is  their  problem,  that 
the  workman  loses  more  than  his  employer  when  an  accident  occurs, 
and  that  he  is  the  greatest  gainer  by  accident  prevention. 

This  plan  of  education  has  not  stopped  with  the  workman  but 
has  extended  to  the  public  through  campaigns  conducted  by  na- 
tional safety  organizations,  state  and  municipal  authorities,  public 
service  corporations,  etc.;  it  has  also  been  taken  into  public  schools 
so  that  the  new  generation  may  be  reared  to  think  in  terms  of 
"Safety  First"  from  the  beginning. 

Value  of  Accident  Prevention  to  thb  Employer 
Employers  are  coming  more  and  more  to  realise  that  accident 
prevention  is  "good  business."  Aside  from  the  direct  saving  in 
compensation  cost,  accident  prevention  has  an  important  bearing 
on  the  labor  situation.  In  all  manufacturing  industries,  labor 
forms  a  large  item  in  the  cost  of  the  finished  product.  Any  im- 
provement in  labor  conditions  has  a  direct  effect  on  output  and 
manufacturing  cost.  The  Bense  of  security  and  good  will  that 
results  from  the  realisation  on  the  part  of  the  employes  that  their 
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employer  is  doing  everything  he  can  for  their  safety  thus  becomes  a 
valuable  asset. 

The  prevention  of  accidents  eliminates  the  cost  of  breaking  in 
new  employes  to  take  the  place  of  the  injured  workmen;  it  also 
eliminates  the  disturbance  and  loss  of  efficiency  that  naturally 
result  on  the  part  of  other  employes  who  see  one  of  their  number 
killed  or  injured.  Last  but  not  least  among  the  benefits  of  accident 
prevention  is  the  employer's  satisfaction  in  knowing  that  the 
suffering  and  hardship  which  are  the  inevitable  by-product  of 
accidents,  have  been  reduced  to  the  minimum  among  the  work- 
men for  whose  safety  he  is  responsible. 

Value  to  Employes  and  to  Society 
If  the  prevention  of  accidents  is  important  from  the  stand- 
point of  the  employer  it  is  doubly  so  from  that  of  the  employe. 
Even  where  compensation  acts  are  in  effect,  a  considerable  part  of  the 
financial  loss  is  borne  by  the  injured  workmen.  Beyond  this, — 
it  is  the  workman  who  suffers  all  of  the  pain.  No  money  can  make 
good  to  him  the  loss  of  his  eyes  or  his  hands,  or  repay  him  for 
having  to  take  his  place  among  his  fellowmen,  handicapped  by  some 
permanent  injury. 

From  the  standpoint  of  society  at  large,  accident  prevention  is 
one  of  the  important  conservation  movements  of  the  day.  Ac- 
cording to  reports  of  the  Massachusetts  Industrial  Accident  Board, 
the  workmen  of  that  state  alone  are  losing  about  three  million 
dollars  per  year  in  wages,  as  a  result  of  industrial  accidents.  The 
employers  of  the  state  are  required  to  pay  something  over  four 
million  dollars  per  year  for  providing  compensation  benefits.  This 
cost  must  be  ultimately  carried  by  the  consuming  public  in  the  form 
of  higher  prices  for  the  goods  it  buys. 

Thus  it  becomes  apparent  that  the  reduction  of  accidents 
means  a  direct  economy  to  the  entire  community.  It  also  reduces 
the  burden  of  expense  for  maintaining  courts,  hospitals,  and  insti- 
tutions of  all  kinds  for  the  care  of  dependent  families. 

Possibilities     of     Accident    Prevention    Work    tob     the 
Insurance  Company 
The  company  which  insures  employes  against  injury  is  in  a 
peculiarly  favorable  condition  to  assist  in  the  campaign  of  accident 
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prevention.  Through  constant  investigation  and  observance  of  the 
causes  of  accidents,  such  a  company  is  able  to  show  the  employer 
just  what  conditions  should  be  eliminated  in  order  to  prevent  a 
recurrence  of  these  accidents.  The  person  who  is  in  touch  with  only 
a  single  plant  is  likely  to  underestimate  the  seriousness  of  the  situa- 
tion because  comparatively  few  accidents  occur  in  any  one  plant. 
Since  the  insurance  company  is  familiar  with  not  one,  but  many 
plants,  it  has  a  breadth  of  experience  that  is  essential  to  a  proper 
understanding  of  the  accident  prevention  problem.  Being  con- 
stantly brought  face  to  face  with  the  human  side  of  the  question 
through  its  dealings  with  injured  employes,  the  insurance  company, 
in  addition,  is  in  a  position  to  make  a  strong  appeal  to  the  human- 
itarian instincts  of  the  employer. 

The  Place  of  Accident  Prevention  in  the  Organisation 
of  an  Insurance  Company 

On  account  of  the  value  of  accident  prevention  work  to  the 
employer  and  its  effect  in  reducing  the  losses  of  the  insurance 
company,  accident  prevention  is  one  of  the  most  important  lines  of  ■ 
service  an  insurance  company  can  maintain. 

During  recent  years  plans  of  individual  rating  have  been 
adopted  by  nearly  all  compensation  insurance  companies.  The  prin- 
ciple of  individual  rating  is  to  give  each  plant  an  insurance  rate 
that  will  reflect  its  accident  hasards,  so  that  the  good  plant  will 
receive  a  rate  lower  than  the  average,  and  the  poor  plant  a  rate 
higher  than  the  average,  based  upon  compliance  with  specified  safety 
conditions. 

Thus  accident  prevention  becomes  the  basis  of  rate  modi- 
fication, and  to  its  other  features  is  added  that  of  being  an  important 
factor  in  determining  the  premiums  upon  which  are  dependent  the 
stability  of  the  insurance  company  and  the  protection  of  the  injured 
workmen. 

Fotubb  Possibilities 

The  ground-work  of  accident  prevention  has  been  well  es- 
tablished. Commonly  accepted  safety  standards  have  been  de- 
veloped, and  the  methods  that  produce  the  best  results  have  been 
clearly  demonstrated.  What  is  needed  now  to  insure  the  greatest 
success  for  this  important  work  is  publicity — a  thorough  d 
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tion  of  the  knowledge  that  the  great  Buffering  and  waste,  resulting 
from  our  annual  toll  of  accidents,  can  be  largely  eliminated.  "  Pre- 
paredness" for  safety  has  established  an  organized  army  working 
effectively  for  this  end.  What  is  now  needed  is  more  recruits 
from  all  ranks — employers,  employes,  the  public  at  large,  the 
parents,  the  children. 

While  the  high  tide  of  the  safety  movement  has  not  yet  been 
reached  in  this  country,  the  growth  of  this  movement  during  the  past 
ten  years  has  been  rather  remarkable.  It  started  with  the  work  of 
a  few  scattered  industrial  concerns  and  is  now  actively  supported 
by  thousands  of  enthusiastic  exponents  all  over  the  country.  This 
growth  reflects  credit  on  the  energy  and  progressive  spirit  of  the 
American  people,  and  points  to  even  greater  accomplishment  as 
time  goes  on,  and  the  purpose  and  possibilities  of  the  safety  move- 
ment become  more  fully  understood. 
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By  Habwood  E.  Ryan, 
Aaawiat*  Actuary,  State  of  New  York  Insurance  Depertment- 

The  enactment  of  mandatory  laws  providing  for  the  payment 
of  work-accident  indemnity  has  created  in  the  United  States  an 
exceedingly  interesting  and  important  insurance  problem.  It  is 
scarcely  open  to  argument  that  a  state,  in  requiring  of  employers 
that  they  shall  pay  such  indemnity,  is  bound  to  provide  means  for 
making  the  burden  reasonable  and  one  that  will  not  crush  the  in- 
dividual employer.  Without  utilizing  the  principle  of  insurance 
this  cannot  be  accomplished.  Insurance  at  once  enables  the  small- 
est employer  to  meet  Mb  obligation  to  provide  the  statutory  in- 
•  demnitiea  and  secures  to  employes  the  fulfillment  of  that  obliga- 
tion in  the  event  of  the  employer's  insolvency. 

Workmen's  compensation  supersedes  employers'  liability  as 
established  by  the  common  law  doctrine  of  negligence.  For  some- 
thing like  thirty  years  in  this  country,  employers'  liability  has  been 
a  field  for  insurance — principally  for  the  joint-stock  insurance  cor- 
porations, but  also,  to  a  small  extent,  for  mutual  associations.  As 
will  presently  be  seen  both  of  these  agencies  have  been  utilised  in 
the  transition  from  the  doctrine  of  fault  to  that  of  workmen's  com- 
pensation. Quite  naturally  so,  since  the  mechanism  of  these  organ- 
isations was  already  adapted  to  the  needs  of  the  new  form  of  in- 
surance. Operating  under  liability  practice,  these  companies  have 
developed  and  maintained  elaborate  organizations  for  procuring 
business,  for  collecting  premiums,  investing  funds,  inspecting  risks, 
investigating  accidents  and  settling  claims.  These  same  operations 
are  carried  on  by  them  today  with  the  sole — but  fundamental — 
difference  that  in  the  adjustment  of  losses  the  doctrine  of  negligence 
does  not  enter. 

Curiously,  the  mandatory  laws  do  not  invariably  provide  for 
compulsory  insurance,  but  most  of  the  elective  laws  recognise  the 
insurance  problem  involved  and  require  appropriate  measures  to  be 
taken  for  securing  the  compensation  payments. 

Carriers  of  workmen's  compensation  insurance  are  of  the  fol- 
lowing types.  Their  present  relative  importance  is  indicated  by  the 
344 
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volume  of  premiums  transacted  in  1915,  the  latest  year  for  which 
figures  are  now  available. 

1.  Joint-stock  companies $31,250,000 

2.  State  insurance  funds 7,600,000 

8.  Mutual  employers  asaoci&tions 4,600,000 

4.  Reoipiwal  exchangee— also  called  intcr-inmirancc  ewchangee 2,000,000 

B.  Self-inaurent. (not  comparable) 

Eliminating  self-insurers,  it  is  logical  to  group  these  carriers 
into  two  general  divisions  thus  separating  the  mutuals  from  the 
stock  companies. 

Stock  Companies 

First  in  order  of  size  are  the  joint-stock  companies.  These  are 
business  organizations  -  which  avowedly  exist  for  the  purpose  of 
earning  profits  for  shareholders.  As  before  remarked,  their  en- 
trance into  the  field  of  workmen's  compensation  is  due  to  legislative 
recognition  of  existing  agencies.  These  companies  as  a  class  have 
won  favor  because  of  their  substantial  character  and  the  service 
which  they  have  performed  in  behalf  of  employers  under  common 
law  liability  conditions, — the  cost  of  insurance  thereunder  having 
been  relatively  low.  Stock  companies  are  required  by  law  to  main- 
tain substantial  sums  (capital  stock)  for  the  protection  of  policy- 
holders and  claimants.  Such  sums  are  contributed  in  the  first 
instance  by  the  shareholders  and  frequently  have  been  augmented 
from  profits.  The  capital  stock  of  the  largest  company  of  this  type 
is  six  millions  of  dollars  and  there  is  besides  more  than  an  equal 
amount  of  free  surplus  over  and  above  the  reserves  required  to 
mature  claims  and  other  obligations. 

The  management  of  a  stock  company  is  vested  in  a  board  of 
directors.  Many  of  these  are  business  men  successful  in  other  lines 
of  activity  and  are  not  necessarily  insurance  men  at  all.  The  in- 
surance side  of  the  business  is  conducted  by  salaried  officials  through 
appropriate  committees.  Of  primary  importance  is  the  agency  or 
sales  department.  The  history  of  insurance  the  world  over  affords 
ample  testimony  of  the  necessity — in  the  absence  of  monopoly  or 
legal  compulsion — of  carrying  on  the  business  through  the  instru- 
mentality of  paid  solicitors. 

The  cost'of  acquisition  in  the  field  of  workmen's  compensation 
insurance  is  one  of  the  mooted  questions.    On  account  of  its  social 
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character  and  of  the  greater  premium  cost  when  compared  with 
employers'  liability  insurance,  the  companies  have  anticipated 
public  criticism  and  have  acquiesced  in  a  reduced  acquisition  cost 
brought  about  by  the  concerted  action  of  state  insurance  commis- 
sioners throughout  the  United  States.  The  prevailing  limitation 
of  acquisition  expense  thus  imposed  is  171  per  centum  of  the  pre- 
mium charged.  In  states  where  the  laws  require  that  the  employer 
secure  by  insurance  the  payment  of  compensation,  it  is  an  unsettled 
problem  whether  this  seemingly  heavy  expense  is  justified.  On  the 
one  hand  it  is  claimed  that  compensation  is  in  principle  a  tax  upon 
industry,  that  the  state  should  act  as  the  medium  of  collection  and 
that  the  stock  company  with  its  agency  intermediary  is  peculiarly 
out  of  harmony  with  such  principle.  On  the  other  hand  it  is  argued 
that  the  agent  is  not  merely  a  means  for  securing  the  business  and 
collecting  the  premiums  but  that  he  performs  valuable  service  to  the 
policyholder  in  pointing  out  ways  of  preventing  accidents  and  thus 
reducing  the  insurance  rate  and  that  by  reason  of  his  pecuniary 
interest  he  makes  himself  useful  in  obtaining  prompt  service  for  the 
employe  in  the  ad  j  ustment  of  losses. 

With  one  or  two  unimportant  exceptions  the  stock  companies 
transact  business  on  the  plan  of  guaranteed  rates,  i.e.  they  do  not 
share  profits  with  policyholders.  The  contractual  relationship  is 
purely  a  business  matter.  For  the  rate  stated  in  the  policy  tike 
company  agrees  to  pay  the  indemnities  provided  by  the  statutory 
compensation  schedule,  and  to  perform  certain  service  in  behalf 
of  the  employer,  its  policyholder.  It  is  customary  to  include  a  pro- 
vision for  insurance  against  common  law  liability  in  case  particular 
employes  of  the  assured  should  be  found  beyond  the  scope  of  the 
compensation  act. 

Among  the  arguments  commonly  advanced  for  insuring  with  a 
stock  company  the  one  of  security  is  all-important.  Not  that  there 
is  magic  in  that  type  of  organization  but  that  the  largest  and  strong- 
est carriers  at  present  existing  happen  to  be  stock  companies.  As  an 
example  it  is  a  matter  of  recent  history  that  a  stock  company  dom- 
iciled in  New  York  has  retired  from  business,  its  capital  impaired. 
It  has  successfully  reinsured  its  outstanding  workmen's  compensa- 
tion business  and  will  probably  pay  in  full  all  accrued  claims. 
Other  advantages  claimed  for  stock  companies  are  those  of  long 
experience   in   the  casualty  business  and  diversification  of   risk 
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through  the  extent  of  territory  covered,  thus  producing  a  broad 
"spread"  of  the  insurance  hazard. 

Against  these  are  set  the  disadvantages  of  higher  cost  by  virtue 
of  stockholders'  profits  and  agents'  commissions  and  of  greater 
operating  expense  due  to  the  extent  of  the  territory  cultivated. 

Mutual  Associations 

Mutual  associations  may  be  next  considered,  for  although  not 
second  in  magnitude,  the  mutual  principle  furnishes  the  alternative 
to  private  insurance  operated  for  profit. 

Fundamental  to  mutual  insurance  is  the  idea  of  pooling  in- 
terests. Groups  of  employers  join  together  and  create  a  fund  out  of 
which  the  losses  are  met.  From  their  number  a  board  of  trustees 
or  directors  is  elected  and  these  in  turn  delegate  the  details  of  man- 
agement to  appropriate  officers  elected  by  them.  A  few  mutual 
companies  have  been  in  the  field  for  several  years  undertaking  the 
obligations  incident  to  employers'  liability.  Such  organisms  have 
multiplied  in  the  general  workmen's  compensation  movement  which 
dates  from  1910,  over  forty  having  transacted  business  in  1915. 

In  some  states  mutual  associations  have  been  especially  pro- 
vided by  statute  as  a  competitive  factor.  This  is  true  wherever  the 
insurance  of  compensation  is  mandatory,  excepting  where  there  is 
a  state  monopoly.  In  one  state,  viz.,  Massachusetts,  the  legislative 
commission  appointed  to  report  upon  the  (then)  proposed  compen- 
sation law,  brought  forward  a  proposal  favoring  the  creation  of  an 
employers'  mutual  association  and  excluding  altogether  the  stock 
companies.  Existing  mutuals,  however,  were  to  be  allowed  to  con- 
tinue. The  legislature  yielded  to  the  argument  that  mutual 
insurance  had  not  demonstrated  absolute  superiority  over  stock 
insurance  and  that  competition  should  be  permitted  to  decide  the 
issue,  the  final  result  being  that  both  forms  have  been  provided  for 
and  a  valuable  experiment  in  mutual  monopoly  has  been  denied  us. 

With  the  exception  of  trade  mutuals  which  generally  are  formed 
from  the  nucleus  of  trade  associations  such  as  millers,  brewers, 
clothing  manufacturers,  etc.,  the  mutual  association  transacts  busi- 
ness along  commercial  lines.  Like  the  stock  company  it  is  incorpo- 
rated; the  members  are  jointly  liable  for  the  debts  of  the  corporation 
and  the  policy  contracts  contemplate  a  fixed  rate  of  premium  which 
1  to  pay  for  the  capitalised  value  of  the  losses  sustained. 


,y  Google 


248  Tra»  Annals  or  thb  American  Academt 

It  does  not  operate  upon  the  assessment  plan  with  premiums  based 
upon  current  cost,  but  provision  is  made  for  assessment  of  members 
in  case  the  capitalised  losses  are  in  excess  of  the  premiums  earned. 
This  assessment  feature  is  in  lieu  of  capital  stock  and  becomes  the 
recourse  of  creditors  in  event  of  the  company's  insolvency.  If  the 
venture  is  successful,  the  members  share  in  the  profits  and  so  obtain 
their  insurance  at  reduced  rates.  The  larger  and  stronger  mutual 
companies  employ  solicitors,  though  not  always  upon  a  commission 
basis,  frequently  substituting  therefor  the  fixed  salary  method  of 
remuneration.  The  form  of  insurance  contract  adopted  by  the 
mutuals  is  essentially  that  used  by  the  stock  companies  excepting 
for  dividend  and  assessment  features. 

Mutual  insurance  offers  the  prospect  of  low  cost  by  elimination 
of  shareholders'  profits  and  of  part,  at  least,  of  the  acquisition  cost. 
The  control  of  management  is  in  the  hands  of  the  policyholders 
themselves.  Trade  mutuals  are  thus  able  to  secure  valuable  knowl- 
edge of  actual  insurance  cost  in  their  line  of  business  and  by  so  doing 
to  stimulate  the  granting  of  equitable  rates  by  other  carriers.  In 
theory  they  are  supposed  to  avoid  the  poorer  classes  of  risk  and  so 
through  favorable  loss  experience  to  further  reduce  the  cost  of 
insurance  to  their  members.  The  prospect  of  dividends  is  attrac- 
tive but  to  some  minds  is  fully  offset  by  the  liability  to  assessment. 

The  ease  with  which  mutuals  may  be  organized  has  induced 
many  irresponsible  and  inexperienced  men  to  promote  such  insti- 
tutions. Excepting  where  state  supervision  has  held  in  check  such 
tendencies,  there  is  temptation  to  weaken  the  financial  position  of 
mutual  associations  by  the  declaration  of  excessive,  and  hence  un- 
justifiable, dividends.  Finally,  the  great  bulk  of  these  associations 
are  of  very  recent  origin  and  are  so  small  that  they  do  not  afford 
adequate  protection  against  occasional  severe  losses  or  against  the 
inaccuracies  of  the  rates  thus  far  developed  upon  insufficient  ex- 
perience under  workmen's  compensation  laws. 

State  Funds 
Essentially  different  from  the  mutual  association  in  organiza- 
tion, in  principle  the  state  fund  is  much  the  same.  It  is  of  Euro- 
pean origin  and  has  been  introduced  here  for  a  variety  of  reasons. 
For  one  thing  there  was  bitter  antagonism  under  the  common  law 
between  employer  and  employe..   When  compensation  superseded 
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liability,  labor  quite  naturally  appealed  to  the  state  to  leave  capital 
out  of  the  question  altogether.  Also,  there  was  a  considerable 
element  among  the  employed  who  mistakenly  believed  that  in- 
surance companies  were  mainly  responsible  for  the  old  conditions. 
A  further  reason  for  adopting  state  fund  insurance  may  be  dis- 
covered in  the  general  tendency  toward  enlargement  of  govern- 
mental functions. 

In  the  States  of  Washington,  Wyoming,  Nevada,  Ohio,  West 
Virginia  and  Oregon,  the  state  fund  is  of  the  exclusive  or  quasi- 
exclusive  type,  in  some  of  these  states  provision  being  made  for 
self-insurance.  Elsewhere  it  exists  in  competition  with  other  car- 
riers. In  no  case  does  the  state  pledge  its  credit  to  the  maintenance 
of  a  solvent  fund  but  it  usually  pays  a  part  or  all  of  the  expenses  and 
to  this  extent  may  be  said  to  subsidize  the  enterprise.  In  Cali- 
fornia, where  the  fund  is  competitive,  the  legislature  provided  a 
cash  guarantee  which  has  not  been  called  upon.  In  New  York,  the 
expenses  of  the  fund  for  two  years  were  paid  out  of  the  general 
treasury  with  no  enactment  for  return  of  the  monies  bo  advanced. 
So  far  as  is  yet  known  all  of  the  state  funds  are  conducted  on  the 
fixed  rate  plan  which  contemplates  premiums  for  capitalized  losses. 
It  is  to  be  deplored  that  more  is  not  disclosed  of  their  transactions. 
The  New  York  and  California  funds  are  managed  by  experienced 
insurance  men  and  each  has  attracted  a  substantial  volume  of 
business.  The  California  fund  operates  on  the  same  basis  of  rates 
bb  its  stock  and  mutual  competitors.  The  other  competitive  funds 
have  applied  a  discount  to  the  private  company  rates  ranging  from 
5  per  cent  to  15  per  cent. 

The  largest  of  the  state  funds  is  found  in  Ohio.  Charges  have 
appeared  in  the  commercial  and  insurance  press  that  the  fund  is 
insolvent  but  as  no  critical  investigation  by  qualified  persons  has 
been  made  it  cannot  be  stated  whether  these  reports  are  correct. 
The  management  claims  it  has  ample  reserves  and  a  small  surplus. 
The  Washington  fund  appears  from  a  recent  investigation  by  the 
state  auditor,  to  have  been  badly  managed.  In  West  Virginia  a 
provision  of  law  limiting  the  rate  of  assessment  has  seriously  em- 
barrassed the  fund  and  a  coal  mine  disaster  has  added  further  com- 
plications. 

State  funds  derive  their  income  from  the  premiums  paid  by 
employers  and  from  the  accretions  of  interest  upon  invested  a 
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The  management  is  conducted  by  political  appointees  who  hold  office 
for  a  term  of  years  or  at  the  pleasure  of  the  appointive  power.  The 
policyholders  have  no  voice  in  the  management.  The  possibility 
of  furnishing  satisfactory  low  cost  insurance  without  state  aid  is  a 
problem  yet  unsolved  by  the  state  funds.  It  remains  to  be  seen 
whether  such  an  organisation  can  be  conducted  with  economy  when 
other  governmental  enterprises  have  given  rise  to  waste  and  in- 
efficiency. Without  the  highest  type  of  management,  these  insti- 
tutions cannot  hope  to  compete  successfully  against  the  private 
carriers.  The  state  fund  provides  insurance  only  under  the  work- 
men's compensation  act  and  is  not  authorised  to  embark  upon 
other  lines,  such  as  liability  insurance. 

In  considering  arguments  for  and  against  state  fund  insurance, 
differentiation  must  be  recognized  as  between  those  which  are  com- 
petitive and  those  which  are  monopolistic  or  non-competitive. 
Next  to  the  security  of  the  insurance,  the  main  consideration  is 
that  of  cost.  If  monopolistic,  the  fund  is  not  driven  to  incur  those 
expenses  which  competition  necessitates  in  order  that  the  fund  may 
obtain  a  fair  share  of  business.  Otherwise  such  expenses  must  ap- 
pear, at  least  in  part,  and  a  large  potential  advantage  is  thereby 
lost.  A  state  subsidy  enables  the  granting  of  lower  rates  but  this 
merely  shifts  a  part  of  the  expense  to  the  community  at  large  and 
does  not  effect  any  real  economy.  There  is  small  difference  between 
a  competitive  state  fund  and  a  competitive  mutual  association.  It 
may  be  presumed  that  both  can  attain  the  same  degree  of  expertness 
in  the  conduct  of  their  business.  Both  aim  to  reduce  the  initial 
cost  by  returning  dividends  to  policyholders.  The  competitive 
effect  of  both  is  the  same,  vis.,  to  regulate  the  actual  cost  of  insurance 
by  operating  as  a  check  against  the  proprietary  companies. 

Against  the  state  fund  principle  the  argument  is  made  that, 
like  any  other  business,  insurance  should  be  conducted  by  private 
management.  It  is  held  also  that  political  considerations  must  tend 
to  lower  the  efficiency  of  such  organisations.  The  absence  of  direct 
management  control  by  the  policyholders  is  another  objection. 
Some  go  so  far  as  to  hold  that  claimants  may  fare  unjustly  in  order 
that  the  funds  may  make  a  favorable  showing  in  point  of  cost. 
And,  as  might  be  expected,  there  is  strong  objection  to  any  subven- 
tion of  a  state  enterprise  which  is  competing  for  business  against 
privately   managed    companies.     Some   of   these   arguments   are 
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clearly  directed  against  the  administrative  features  of  state  funds 
as  laid  down  by  law  rather  than  against  the  general  principle  in- 
volved. It  may  be  doubted  whether  any  state  fund  now  existing 
is  ideally  situated  for  a  thorough-going  test  of  the  practicability  of 
the  idea. 

Self-Insurance 

Self-insurance  is  really  non-insurance.  The  employer  simply 
assumes  bis  own  risk  and  obtains  permission  from  the  authorities 
to  deal  directly  with  bis  employe-claimants  or  their  dependents. 
It  is  customary  to  require  of  self -insurers  a  bond  or  deposit  of  se- 
curities as  a  guarantee  of  performance.  In  addition  their  financial 
responsibility  is  considered.  Under  some  compensation  acts,  such 
as  that  of  New  York,  the  benefit  in  case  of  death  or  of  permanent 
total  disability  takes  the  form  of  a  pension  for  life.  It  is  open  to 
serious  question  whether  such  benefits,  involving  the  creation  of  a 
trust  fund,  should  be  left  to  commercial  or  industrial  organizations 
for  ultimate  liquidation.  In  New  York  the  State  Industrial  Com- 
mission formerly  disposed  of  such  cases  by  requiring  payment  in 
a  lump  sum,  to  a  fund  administered  by  the  state,  of  the  capitalised 
value  of  future  payments  but  a  recent  decision  by  the  appellate  divi- 
sion of  the  supreme  court  has  for  the  present  nullified  this  require- 
ment. The  reasoning  of  the  court  is  not  convincing  and  it  is  prob- 
able that  the  legislature  will  be  appealed  to  for  the  removal  of  the 
legal  barrier.  The  administrative  body  recognizes  the  danger  of 
exposing  such  monies  to  the  risk  of  business  failures  of  serf-insurers 
and  seeks  to  place  them  in  safer  hands  for  liquidation. 

It  has  been  argued  that  self-insurance  will  work  to  the  dis- 
advantage of  labor.  It  is  claimed  employers  will  apply  strict 
standards  in  engaging  employes,  that  the  physically  inferior  and 
those  with  dependent  families  will  be  discriminated  against. 
Another  claim  is  that  self-insurance  leads  to  coercion  of  employes 
who  may  present  claims  and  to  consequent  evasion  of  the  spirit,  if 
not  direct  violation  of  the  letter,  of  the  compensation  act.  There 
seems  to  be  no  general  indication  that  employers  are  taking  advan- 
tage of  such  openings.  Much  more  serious  would  seem  to  be  the 
possibility  of  leaving  substantial  Bums  of  compensation  unpaid 
through  their  insolvency.  Self-insurance  as  a  means  of  securing 
payment  of  compensation  is  somewhat  precarious  excepting  where 
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there  is  legal  provision  for  immediate  liquidation  of  amounts  due 
through  some  trusteeship  for  administering  deferred  payments.  It 
is  not  a  complete  substitute  for  regular  insurance.  The  advantages 
are  too  largely  on  the  side  of  the  employer.  It  is  no  answer  to  Bay 
that  many  large  employers,  eligible  to  carry  their  own  risk,  are  pro- 
viding benefits  in  excess  of  those  granted  under  workmen's  com- 
pensation laws.  They  are  in  no  wise  precluded  from  continuing ' 
such  plans  while  providing  adequate  security,  by  way  of  insurance, 
for  the  legal  rights  of  employes. 

Reciprocal  ob  Inteh-Insuranch 

This  form  of  insurance  is  operated  through  a  so-called  "ex- 
change," the  actual  management  being  carried  on  by  an  attorney- 
in-fact  who  generally  receives  for  his  services  and  for  expenses 
of  administration  a  percentage  of  the  premiums  transacted.  It 
somewhat  resembles  a  mutual  association  but  differs  therefrom  in 
important  respects.  The  liability  of  subscribers  is  several  and  not 
joint  and  is  generally  limited  to  the  amount  of  one  annual  premium. 
The  attorney-in-fact  enjoys  broad  powers,  and  in  practice  is  the 
substitute  for  the  elective  management  found  in  stock  and  mutual 
organisations.  He  has  no  financial  responsibility  for  the  liabilities 
of  the  exchange  nor  is  the  exchange  subject  to  the  close  scrutiny  of 
the  public  authorities  as  is  the  case  with  corporate  insurance  car- 
riers. The  subscribers  have  no  joint  assets  nor  the  right  to  bond 
one  another  in  any  way.  The  success  or  failure  of  a  reciprocal 
exchange  depends  almost  wholly  upon  the  personal  ability  and 
integrity  of  the  attorney-in-fact. 

In  many  states  these  organizations  are  not  permitted  to  oper- 
ate. Attempts  have  been  made  to  secure  official  recognition  through 
the  filing  of  statements  with  the  state  insurance  departments.  No 
evidence  is  at  hand  to  show  that  the  exchanges  desire  anything 
approaching  real  supervision  by  those  authorities. 

However  appropriate  these  organizations  may  be  in  the  realm 
of  fire  insurance,  where  they  originated,  it  is  open  to  question 
whether  they  should  be  permitted  to  operate  without  greater 
restriction  and  under  only  nominal  supervision  by  the  state.  The 
obligations  of  workmen's  compensation  serve  to  create  deferred 
liabilities  which  partake  of  the  nature  of  a  trust  fund.    Such  a  fund 
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should  be  safeguarded  to  the  fullest  possible  extent  if  the  insurance 
carrier  is  to  serve  a  useful  purpose  in  such  a  field.  Under  present 
conditions  this  is  not  being  done  in  the  case  of  reciprocal  exchanges. 
Their  primary  purpose  appears  to  be  to  afford  a  remunerative  ac- 
tivity for  the  promoter  or  attorney-in-fact.  In  short,  so  many  ob- 
jections can  be  raised  against  reciprocal  exchanges  as  at  present 
conducted,  that  one  fails  to  Bee  how  they  may  find  a  place  of  useful- 
ness in  relation  to  a  branch  of  insurance  so  peculiarly  social  in  its 
character  as  that  of  workmen's  compensation. 

Conclubion 

Through  the  maze  of  controversial  claims  made  for  the  various 
forms  of  insurance  of  workmen's  compensation,  one  Bees  clearly  the 
single  fact  that  no  particular  form  has  reached  such  a  point  of 
excellence  that  it  stands  out  as  superior.  The  various  experiments 
now  undergoing  the  test  of  practical  experience  afford  the  oppor- 
tunity for  future  appraisal.  All  these  forms  of  insurance  must  be 
judged  upon  the  basis  of  security,  cost  and  service.  Self-insurance 
and  inter-insurance  seem  fairly  indictable  and  doubtless  will  be  the 
first  to  pass  away.  The  mutual  principle,  whether  applied  through 
private  or  through  public  management,  bids  fair  to  survive,  even  if 
only  as  a  competitive  force  inhibiting  monopoly  by  the  joint-stock 
companies.  There  is  no  apparent  reason  why  mutual  insurance 
carriers  worthy  of  public  confidence  and  patronage  should  not  de- 
velop. The  effect  of  competition  thus  far  indicates  a  gradual  drift 
in  the  direction  of  the  strongest  and  most  efficiently  managed  stock 
and  mutual  companies.  The  largest  question  involved  in  the  gen- 
eral problem  is  whether  the  insurance  of  workmen's  compensation 
should  be  conducted  competitively  or  as  a  monopoly. 

Against  competition  the  argument  is  a  compelling  one  that  lost 
motion  results  from  the  agency  syBtem  which  system  unneces- 
sarily absorbs  a  large  proportion  of  the  premium  contribution. 
Further  waste  is  introduced  at  the  point  where  state  supervision  is 
invoked  to  promote  equal  competitive  opportunity  among  the  car- 
riers. If  a  monopolistic  system  is  created  which  form  shall  it  as- 
sume? The  probability  is  strong  that  society  will  not  legislate  in 
favor  of  a  proprietary  monopoly  however  efficient.  The  mutual 
association  and  the  state  fund  will  be  the  most  likely  candidates. 
Of  the  two  the  mutual  association  should  have  the  greater  appeal 
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because  of  its  representative  form  of  government,  ite  consequent 
responsiveness  to  the  will  of  its  member-policyholders,  and  the 
divorcement  from  political  interference  which  its  scheme  of  organisa- 
tion renders  possible. 

Whatever  may  be  the  ultimate  development  of  workmen's 
compensation  insurance,  it  is  reasonable  to  expect  that  society  will 
insist  upon  the  greatest  security  and  the  best  service  at  the  minimum 
coat  to  itself. 
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THE  CALCULATION  OF  WORKMEN'S  COMPENSATION 
PREMIUM  RATES 

By  Clauds  Edward  Scattergood, 

Assistant  Secretary,  The  Fidelity  A.  Casualty  Company  of  New  York. 

As  there  are  various  agencies  for  the  administering  of  workmen's 
compensation  insurance,  likewise  there  are  varying  conceptions  of 
rates.  The  mutual  company  desires  to  return  as  large  a  dividend 
to  its  assured  as  possible;  so  the  excess  of  the  rate  above  adequacy, 
though  a  matter  of  some  concern,  has  not  the  same  bearing  upon  its 
calculation  as  in  the  case  of  the  stock  company;  and  a  similar  obser- 
vation may  be  made  with  regard  to  the  state  fund,  which  also  desires 
to  return  a  dividend.  Rates  now  in  use  by  stock  companies  have 
been  calculated  with  the  idea  of  simply  carrying  the  business  with- 
out underwriting  loss.  It  thus  becomes  necessary  to  set  the  limits 
of  this  discussion  of  workmen's  compensation  insurance  rates,  and 
they  will  be  considered  in  the  light  of  adequacy  alone,  with  no  refer- 
ence to  a  dividend  return. 

Insurance  is  the  creation  of  a  fund  by  means  of  contributions 
of  comparatively  small  sums  by  the  many  to  pay  comparatively 
large  amounts  of  indemnity  to  the  few.  This  is  insurance  in  its 
broadest  conception,  and  the  contrast  between  the  many  who  escape 
disaster  and  the  few  to  whom  it  comes  is  narrowed  in  the  case  of 
workmen's  compensation,  because  a  large  number  of  accidents  are 
constantly  occurring  which  individually  occasion  small  payments, 
but  which  are  heavy  in  the  aggregate.  Serious  accidents  causing 
death  or  permanent  disability  with  heavy  payments  of  indemnity 
are  not  so  frequent  as  the  slight  accidents  just  mentioned,  and  occur 
to  comparatively  few  of  the  employers  contributing  to  the  fund, 
but  they  too  are  heavy  in  the  aggregate.  It  is  against  these  serious 
accidents  that  an  insurance  system  most  aptly  applies. 

In  order  to  establish  a  fund,  contributions  are  secured  in  the 
form  of  premiums;  and  premiums  are  calculated  by  taking  a  unit  of 
exposure  to  risk,  multiplying  that  unit  by  the  rate,  and  then  multi- 
plying the  product  so  obtained  by  the  number  of  units  of  exposure. 
W 
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The  theoretical  exposure  is  the  number  of  men  working  during 
a  year  reduced  to  the  equivalent  of  the  number  of  men  working  a 
standard  number  of  working  days  during  a  year  at  a  standard  num- 
ber of  hours  per  working  day.  The  practical  exposure,  and  the  one 
used,  is  the  pay-roll  of  those  men  for  a  year.  The  pay-roll  basis 
approximates  the  theoretical  basis,  and  clears  away  the  difficulty 
of  men  not  working  a  full  year  or  working  at  part  time  during  por- 
tions thereof.  If  we  can  approximate  the  yearly  wage  of  a  man 
working  a  whole  year,  the  number  of  men  working  a  whole 
year  can  be  obtained  by  dividing  the  total  yearly  pay-roll  by  the 
average  yearly  wage  of  one  man.  If  the  pay  roll  is  $1,000,000  and 
the  average  yearly  wage  1600,  the  equivalent  number  of  men  exposed 
to  risk  for  a  year  is  1,000,000+600-1,667. 

The  practical  exposure  being  the  yearly  pay-roll  of  an  employer, 
a  practical  unit  of  exposure  must  be  adopted,  and  this  is  $100  of  pay- 
roll. The  ratio  of  the  benefits  paid  injured,  workmen  or  their 
dependents  to  the  number  of  one-hundred-dollar  units  of  pay-roll  is 
the  basis  of  workmen's  compensation  rates,  and  is  called  the  "pure 
premium."  It  is  that  rate  per  $100  of  yearly  pay-roll  which  would 
be  charged  after  all  corrections  had  been  applied,  were  there  no 
expenses  in  the  administration  of  the  business.  These  corrections 
will  be  considered  later. 

As  accidents  vary  in  frequency  and  seriousness  among  em- 
ployers in  different  lines  of  business  it  would  be  unfair  to  determine 
"pure  premiums"  for  all  pay-rolls  of  all  classifications  of  employers 
combined.  A  generally  recognized  standard  list1  of  industrial  classi- 
fications, about  1,500  in  number,  has  been  made,  and  rates  for  each 
of  these  classifications  have  been  determined. 

In  order  to  determine  as  dependable  pure  premiums  as  possible 
it  becomes  necessary  to  secure  the  largest  possible  experience  upon 
individual  industrial  classifications.  It  is  unnecessary  to  enlarge 
upon  or  to  illustrate  the  proposition  that  the  larger  the  exposure  to 
risk  the  more  dependable  the  average  pure  premium  per  unit  of 
exposure  ($100  of  pay-roll).  The  work  of  the  National  Workmen's 
Compensation  Service  Bureau,  composed  of  about  twenty  stock 
companies  administering  workmen's  compensation  insurance,  is 
probably  the  best  example  of  the  calculation  of  pure  premiums  by 

1  Bee  Standard  Manual  of  National  Workmen's  Compensation  Service  Bureau, 
18  Park  Bow,  New  York  City. 
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reason  of  its  being  in  possession  of  more  workmen's  compensation 
statistics  (and  all  on  a  uniform  basis)  than  any  other  organization. 
The  companies  comprising  the  bureau  have  for  several  years  been 
reporting  their  statistics.  These  have  been  reported  by  states, 
within  states  by  years  of  issue  of  policies,  within  such  issues  by 
manual  industrial  classifications,  and  within  manual  classifications, 
among  other  variations,  by  kind  of  benefit  paid  to  injured  workmen. 
To  these  statistics  reported  by  the  companies  to  the  bureau  has  been 
added  such  additional  experience  collected  by  the  insurance  depart- 
ments and  industrial  accident  boards  of  various  states  as  was  on  a 
basis  uniform  with  the  bureau's  experience,  and  it  is  a  matter  of 
congratulation  that  the  methods  of  the  state  bodies  and  the  bureau 
in  the  matter  of  statistics  have  in  a  number  of  instances  been  prac- 
tically uniform.  The  bureau  being  in  possession  of  this  experience 
has  combined  it  by  states,  within  states  by  year  of  issue,  within 
years  of  issue  by  manual  industrial  classification,  etc.,  thus  producing 
as  extensive  and  dependable  experience  as  can  be  found.  In  such 
combinations  corrections  have  been  made  to  take  care  of  varying 
cost  of  the  workmen's  compensation  laws  of  the  different  states,  bo 
that  all  may  be  upon  a  known  level. 

Experience  in  the  United  States  is  in  general  tabulated  upon  a 
policy  year  of  issue  basis.  This  means  that  all  policies  issued,  say  in 
1915,  are  considered  as  belonging  to  the  1915  unit.  A  policy  issued 
in  January,  1915,  will  expire  in  January,  1916,  one  issued  in  June, 
1915,  will  expire  in  June,  1916,  etc.,  so  that  the  last  policy  to  expire  in 
1916  on  1915  issues  will  be  one  issued  on  December  31, 1915.  The  in- 
demnity and  medical  payments  covered  by  these  policies,  when  made, 
are  ticketed  with  a  1915  issue  mark,  so  that  whenever,  even  during 
a  long  period  of  years,  a  payment  is  made  on  an  accident  covered  by 
a  1915  policy  it  will  be  referred  to  the  1915  issue.  The  same  proce- 
dure is  adopted  with  payments  incurred  but  not  yet  made  on  such 
accidents,  commonly  known  as  outstanding  medical  or  indemnity. 
The  pay-rolls  on  these  policies  are  ticketed  in  a  similar  manner. 

Thus  a  basis  is  established  for  computing  rates  that  will  take 
care  of  all  medical  and  indemnity  payments  incurred  during  the  year 
for  which  a  policy  is  issued,  so  that  when  an  employer  pays  hiB  pre- 
mium on  a  policy  he  knows  it  will  cover  all  indemnity  and  medical 
aid  for  all  accidents  occurring  during  the  period  the  policy  covers. 
His  premium  for  that  year  is  a  part  of  his  business  expenses  and  he 
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knows  that  there  will  be  no  assessments  for  accidents  occurring 
during  that  year  to  be  paid  for  by  him  at  a  later  date. 

This  year  of  issue  basis  also  enables  comparison  of  the  experi- 
ence of  one  year  of  issue  with  another,  thus  establishing  whether  the 
cost  of  compensation  is  rising  or  remaining  level. 

After  all  of  this  experience  has  been  combined  and  reduced  to  & 
common  level  by  means  of  appropriate  factors,  the  medical  and 
indemnity  benefits,  paid  and  outstanding  for  the  individual  manual 
classifications  are  divided  by  the  number  of  $100  units  in  the  pay- 
roll exposure  for  those  classifications,  thus  producing  a  basic  pure 
premium  for  each  classification.  Despite  the  fact  that  a  great  vol- 
ume of  experience  is  in  the  possession  of  the  bureau,  it  may  be  that 
on  certain  classifications  there  is,  and  can  be,  but  little  experience. 
The  experience  on  such  classifications  is  carefully  studied  in  its 
relationship  to  similar  classifications  having  dependable  experience, 
and  pure  premiums  decided  upon.  The  whole  experience  is  then 
checked  up  to  see  that  these  judgment  pure  premiums  are  in  all 
probability  correct,  and  the  basic  pure  premiums  are  released  for 
rate-making  purposes. 

It  now  becomes  necessary  to  determine  whether  outstanding 
benefits1  have  been  adequately  given  in  the  experience  and,  if  not, 
to  establish  a  correction  factor  to  take  care  of  the  inadequacy. 
This  is  done  by  checking  up  the  experience  on  outstanding  losses  in 
the  past.  If  it  be  found  that  a  factor  is  necessary,  such  a  factor  is 
decided  upon.    It  will  be  a  decimal  which  we  shall  call  it. 

Because  the  compensation  laws  in  the  various  states  differ  in 
their  provisions,  a  series  of  values  or  differentials  must  be  estab- 
lished which  will  measure  the  cost  of  all  laws  in  comparison  with  a 
law  adopted  as  a  base.  The  base  adopted  is  the  original  Massa- 
chusetts compensation  law.  In  order  to  arrive  at  these  law  differ- 
entials a  standard  table  of  accidents  distributed  according  to 
seriousness,  constructed  by  Dr.  I.  M.  Rubinow  and  published  by 
the  Spectator  Company  of  New  York  City,  is  assumed  to  apply  to 
every  state  and  to  every  industrial  classification.  The  cost  of  the 
law  in  each  state  for  these  accidents  is  worked  out  upon  a  basis  of 
weeks'  wages.  The  medical  cost  expressed  in  weeks'  wages  and 
determined  from  actual  experience  wherever  possible  is  included. 
By  dividing  such  cost  for  each  state  by  the  cost  for  the  basis  state  a 
■  Benefits  which  it  will  be  necenaiy  to  pay  but  which  have  not  become  due. 
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series  of  law  differentials  is  obtained.  Knowing  the  common  level 
of  the  combined  basis  premiums  as  far  as  the  law  cost  is  concerned, 
the  basis  pure  premium  is  multiplied  by  the  ratio  of  the  law  cost  for 
the  state  for  which  the  rate  is  sought  to  the  law  cost  in  the  com* 
bined  experience.    This  will  be  a  factor  which  we  shall  call  I. 

An  objection  to  this  method  may  be  raised  because  different 
industries  produce  different  distributions  of  accidents.  This  is  quite 
true,  but  no  statistics  can  be  obtained  which  will  determine  these 
varying  distributions,  and  as  the  factor  is  a  ratio  anyway,  the  effect 
of  different  distributions  will  be  to  produce  different  ratios  which 
may  not  be  much  at  variance  with  each  other.  Until  a  new  table 
is  compiled  or  distributions  obtained  for  various  industries  it  is  felt 
that  the  above  method  is  the  best  that  can  be  used. 

Another  consideration  is  that  of  varying  accident  frequency 
between  states. '  Do  accidents  occur  more  frequently  in  one  state 
than  another,  and  if  so,  do  all  accidents,  serious  and  non-serious, 
vary  to  the  same  degree?  If  so,  a  factor  to  correct  for  this  should 
be  applied,  which  we  shall  call  a. 

The  study  of  compensation  experience  shows  that  as  a  compen- 
sation law  grows  older  the  cost  of  compensation  increases.  This 
has  been  ascribed  to  the  education  of  the  workmen  as  to  the  law  and 
his  right  to  benefits  thereunder,  and  to  an  increasingly  liberal 
construction  of  the  law  by  the  courts  and  industrial  accident  boards 
or  commissions.  So  a  factor  must  be  applied  to  take  care  of  this 
which  we  shall  call  i. 

In  issuing  compensation  policies  variations  in  the  manual  rates, 
which  are  average  rates,  are  allowed  after  an  inspection  of  the  plant 
of  an  employer  or  a  study  of  the  accident  experience  of  his  plant. 
These  are  known  as  schedule  variations  in  rates,  when  inspections 
determine  such  variations,  and  experience  variations  when  the 
determination  is  upon  the  accident  record.  Kates  are  increased  or 
decreased  upon  individual  plants  upon  these  bases  and  it  has  been 
found  in  the  past  that  the  increases  and  decreases  in  rates  did  not 
offset  each  other  in  the  combined  experience  so  as  to  reproduce  an 
average  rate.  This  effect  of  Schedule  and  Experience  rating  must 
be  taken  care  of  by  a  factor  which  we  shall  call  s. 

*  See  Sl/ntheris  of  Rata  for  Workmen's  Compentation,  p.  12.  C.  E.  Scatter- 
good.  Published  by  the  Fidelity  &  Casualty  Company,  92  Liberty  St.,  New 
York. 
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Some  compensation  laws  may  specifically  cover  industrial  dis- 
eases and  others  have  been  construed  to  cover  them.    In  such  cases  a 
factor  for  industrial  disease  must  be  introduced,  which  we  shall  call  d* 
If  the  insurance  carrier  thinks  that  by  reason  of  his  service  in 
administering  the  compensation  fund  he  is  entitled  to  a  small  profit, 
a  loading  for  profit  may  be  added,  which  we  shall  call  p. 
We  now  have:-"- 
Basis  Pure  Premium 

Underestimate  of  Outstanding  Benefit  Factor k 

Law  Cost  Factor t 

Accident  Frequency  Factor a 

Increasing  Cost  Factor i 

Schedule  and  Experience  Rating  Factor :       * 

Industrial  Disease  Factor d 

Profit  Factor  (if  used) p 

Applying  these  factors  to  the  basic  pure  premiums  we  have  aa 
the  pure  cost,  without  expenses,  for  a  given  statu: 

(Basic  Pure  Prem.)  (1+fc)  (1+0  (1+a)  (1+i)  (l+«)  (1+d)  (1+p) 

In  general  k,  I,  a,  i,  s,  d,  and  p  are  fractional,  so  that  the  quan- 
tities in  the  parentheses  are  each  greater  than  unity,  but  conditions 
may  arise  where  a  quantity  in  parentheses  may  be  less  than  unity, 
,  as  for  instance,  in  the  case  of  accident  frequency. 

So  far  we  have  considered  the  pure  medical  and  indemnity  cost 
of  compensation,  but  this  is  only  a  part  of  a  rate.  Expenses  must 
be  incurred  in  administering  this  fund: — claim  expenses,  taxes,  rent, 
stationery,  etc.;  acquisition  of  business  expense,  inspection  expense, 
administration  expense.  The  ratio  of  expense  to  rate  will  not  be  so 
high  in  a  state  which  gives  high  compensation  benefits  as  in  a  state 
where  low  benefits  are  given  by  the  law.  Therefore  the  percentage 
loading  of  the  rate  for  expenses  for  a  state  with  high  benefits  will  be 
less  than  for  one  with  low  benefits.  A  series  of  loadings  for  expenses 
has  been  calculated  with  this  feature  in  mind.  Let  eh  represent  the 
expense  per  cent  of  the  rate  in  a  state  with  high  benefits  and  em  the 
expense  per  cent  in  a  state  with  low  benefits,  and  er  the  loading  for 
a  state  with  medium  benefits.  If  eh,  em,  or  er,  as  the  case  may  be, 
is  the  expense  per  cent,  then  1—  eh,  or  1— em,  orl— er  is  the  per  cent 
of  rate  for  compensation  medical  and  indemnity  benefits  and  this 

■  A  consideration  of  this  feature  is  too  long  for  this  article  and  the  reader  ia 
referred  to  a  pamphlet  by  the  writer,  Synthesis  of  Bate*  for  Workmen's  Compen- 
sation, p.  17,  published  by  the  Fidelity  k  Casualty  Company  of  New  York. 
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percentage  is  the  pure  cost  per  $100  of  pay  roll.    Then  the  pure  cost 
divided  by  1 — eh,  1  —  em,  or  1  —  er  will  give  the  rate  including  expenses. 
Expressed  in  formula: — 
For  states  with  high  benefits  Rate— 

(Bssio  Pure  Pram.)  (1+t)  (1+1)  (l+«)  (1+t)  q+«)  (l+fl  (l+rf 

_                ....       »    „        Numerator  aa  above 
For  states  with  low  benefits  Rate— t— — 

_      .  ...  ....       -.   „  ,      Numerator  ae  above 

For  states  with  intermediate  benefits  Rate— ; 

l-*r 

If  for  any  reason  it  is  expected  that  during  the  period  for  which 
rates  are  calculated  conditions  other  than  those  already  taken  care 
of  will  arise  which  will  tend  to  increase  or  decrease  the  cost  as  shown 
by  the  experience  upon  which  the  pure  cost  is  calculated,  a  factor 
(1+x)  should  be  included  in  the  numerator  which  will  be  greater  or 
less  than  unity  as  the  case  may  be.  As  a  case  in  point,  note  in- 
creased number  and  severity  of  accidents  due  to  abnormal  industrial 
activity  during  the  European  war. 

If  it  be  argued  that  the  expense  factor  is  too  large  in  any  case, 
it  should  be  noted  that  claim  adjusting  expenses  could  very  well 
be  referred  to  the  numerator  as  a  loading  upon  the  Basic  Pure  Pre- 
mium, because  these  may  be  considered  as  part  of  the  pure  cost. 
It  should  also  be  observed  that  a  carrier  has  no  control  over  the  part 
of  the  loading  charged  for  taxes  and  fees  to  the  state.  If  these  items 
be  transferred  to  the  numerator  the  expense  loading  is  lessened. 

In  the  study  of  workmen's  compensation  a  clear  cut  recognition 
of  the  expenses  in  connection  with  the  administration  thereof  should 
be  made.  Expenses  should  be  analyzed  according  to  adequate 
definitions  and  charged  under  a  correct  system  of  accounting. 
Otherwise  how  can  one  system  of  administration  be  compared  with 
another;  or  how  can  an  insurance  company  transacting  multiple 
lines  of  business  know  that  each  line  of  business  is  bearing  its  proper 
expenses?  There  is  this'  difference  between  the  medical  and  indem- 
nity disbursements  of  an  insurance  carrier  and  the  expense  disburse- 
ments: the  medical  and  indemnity  are  paid  to  or  in  behalf  of  injured 
workmen  under  provisions  of  law  and  are  easily  recognized,  while 
the  expense  payments  include  those  which  may  be  assigned  to 
specific  claims  and  also  that  great,  hazy  mass  of  overhead  charges 
such  as  rent,  stationery,  light,  postage,  telephone,  telegraph,  express, 
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etc.,  which  ace  not  without  considerable  study  and  care  assigned  in 
proper  portions  where  they  belong.' 

It  has  juBt  been  remarked  that  medical  payments  in  behalf  of 
injured  workmen  are  easily  recognized,  but  a  situation  presents 
itself  where  this  classification  of  disbursement  is  not  so  readily  dis- 
cerned. Suppose  an  insurance  carrier  employs  physicians  to 
administer  medical  relief  and  while  doing  this  to  settle  claims. 
Shall  the  expense  of  such  agentB  be  charged  as  a  medical  disbursement 
to  the  injured  or  as  a  claim  expense  to  the  company,  or  should  such 
disbursement  be  divided  in  some  proportion  between  medical  to  the 
injured  and  claim  to  the  carrier.  How  can  the  administration  of 
different  insurance  carriers  be  compared  when  three  different  com- 
panies may  each  classify  this  kind  of  disbursement  in  a  different 
manner?    This  is  just  one  case  for  purpose  of  illustration. 

It  is  submitted  that  no  comparison  between  .insurance  carriers 
can  be  made  until  their  accounts  are  placed  on  exactly  the  same  basis 
in  every  particular,  and  that  everything  be  analytically  accounted 
for  and  audited  by  the  same  disinterested  parties. 

One  more  item  remains  to  be  considered  and  as  this  is  a  flat 
charge  upon  pay-roll  independent  of  rate,  the  calculation  of  the  rate 
has  been  considered  first.  This  is  the  catastrophe  rate  added  to 
care  for  extraordinary  losses.  This  rate  does  not  vary  with  the  pure 
premium  and  is  regarded  as  an  addition  to  the  rate  itself.  Let  us 
call  it  c,  which  represents  an  amount  of  c  per  $100  of  pay-roll.  We 
now  have: — 
Rate  for  high  benefit  state  - 

(Banjo  Pure  Fn»n.)(l-Hfc)(l+l)(l+<Oa-H)[l+^P-HPa+p) 

1=5 +• 

It  may  by  this  time  be  agreed  that  enduring  in  the  race  for 
carrying  compensation  insurance  depends  upon  careful  observation 
of  the  subject  in  all  of  its  aspects  and  details.  Appropriations  for 
adequate  scientific  actuarial  and  statistical  research  work  into  this 
comprehensive  and  important  subject  are  items  in  the  budget  of 
the  insurance  carrier  the  neglect  of  which  is  likely  to  be  followed  by 
disastrous  consequences.  The  success  of  the  insurer  depends  on 
accurate  rates;  and  accurate  rates  can  be  computed  only  by  trained 
scientists  working  with  adequate  modern  equipment. 

*  See  "Coot  Accounting  in  Casualty  Insurance,"  C.  E.  Soattergood.  Pub- 
lished by  the  author  in  pamphlet  and  appearing  in  "Proceedings  No.  6"  of 
Cattudty  Actuarial  and  StatiMtical  Society  of  America- 
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THE    PRACTICE     OF    SCHEDULE    AND    EXPERIENCE 
RATING  FOR  WORKMEN'S  COMPENSATION  RISKS 

By  Leon  S.  Senior, 
Manager  and  Secretary,  Compensation  Inspection  Rating  Board  of  New  York. 

In  another  article  appearing  elsewhere  in  this  publication  the 
reader  has  already  been  made  familiar  with  the  process  involved 
in  the  determination  of  manual  or  basic  rates  for  classifications  or 
industrial  groups  to  be  covered  by  workmen's  compensation  in- 
surance. It  is  well  recognized,  however,  that  the  elaborate  process 
which  has  resulted  in  providing  basic  rates  for  classes  of  risks  is  only 
the  fust  step  towards  the  ultimate  object  of  ascertaining  the  cor- 
rect rate  for  the  individual  risk. 

The  manual  which  has  been  established  upon  the  basis  of 
general  and  class  experience  contains  average  rates  applicable  to 
classes  of  risks  but  not  appropriate  to  individual  risks  within  the 
class.  In  the  general  process  of  rate-making  the  underwriters  have 
adopted  a  number  of  classifications  which  cannot,  with  any  degree 
of  accuracy,  describe  every  risk  to  be  assigned  to  the  classification. 
They  were  obliged  to  select  pure  premiums  on  a  judgment  basis  in 
thoBe  cases  where  the  class  experience  was  insufficient  to  produce 
a  reliable  pure  premium. 

Practically  every  class  for  which  a  basic  rate  has  been  deter- 
mined includes  a  number  of  risks  that  vary  materially  with  respect 
to  their  physical  and  moral  conditions.  It  is  obvious  that  to  charge 
the  basic  rate  provided  in  the  manual  for  each  risk  within  a  given 
classification  does  not  promote  the  ends  of  justice.  Equity  de- 
mands that  differentiation  should  be  made  between  rates  for  em- 
ployers who  have  modern  plants  and  those  for  other  employers  in 
the  same  class  whose  workshops  and  equipment  are  of  an  inferior 
type.  In  order  to  justly  discriminate  in  the  rating  of  risks  varying 
as  to  conditions  with  respect  to  safety,  merit  rating  systems  have 
been  inaugurated  with  the  object  of  providing  an  individual  rate 
for  each  risk,  such  individual  rate  depending  upon  the  physical  and 
moral  conditions  in  the  plant.  Two  distinct  systems  are  in  use 
for  that  purpose,  schedule  rating  and  experience  rating. 
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Schedule  Rating 

"  Schedule  Bating"  may  be  denned  as  a  method  of  rating  where- 
by it  is  intended  to  promote  greater  equity  in  the  distribution  of  in- 
surance cost  by  providing  an  individual  rate  for  each  risk  based 
upon  the  physical  character  of  the  risk.  The  practice  of  rating 
each  risk  individually  upon  merit — establishing  a  rate  higher  than 
average  for  the  inferior  plant  and  a  rate  lower  than  average  for  the 
superior  plant — is  of  important  social  value  as  an  ecomotnic  force 
in  accident  prevention  work,  to  which  subject  I  intend  to  refer  later. 

For  the  purpose  of  enabling  the  individual  rating  of  risks 
through  measurement  of  risk  hazard,  the  underwriters,  with  the  aid 
of  safety  engineers,  have  prepared  a  rating  system  referred  to  in 
insurance  parlance  as  a  "schedule."  This  schedule  makes  a  com- 
plete analysis  of  the  average  manufacturing  plant  and  the  normal 
items  of  hazard  that  contribute  to  industrial  accidents.  This 
analysis  covers  among  other  things  the  type  of  building  construc- 
tion, existing  facilities  for  safety  of  employes  against  fire  and 
panic  hazard,  the  condition  of  floors,  hoistways,  stairs,  elevated 
runways,  platforms,  boilers,  pressure  apparatus  and  steam  engines. 
The  schedule  provides  standard  methods  for  safeguarding  machin- 
ery and  equipment,  for  the  organization  of  safety  committees  and 
the  improvement  of  sanitary  and  hygienic  conditions.  In  the  con- 
struction of  the  schedule  the  average  plant  has  been  taken  as  the 
basis  and  values  in  the  form  of  rate  or  premium  charges  and  credits 
established  for  the  existence  or  absence  of  hazardous  conditions. 
The  rate  values  in  the  present  schedule  have  been  determined  by 
interstate  committees  of  underwriters  and  safety  engineers  upon 
the  basis  of  a  study  of  accidents  sustained  in  European  and  Ameri- 
can industries,  with  particular  reference  to  the  causes,  severity  and 
frequency  of  such  accidents. 

In  the  application  of  values,  the  underwriters  have  given  rec- 
ognition to  three  broad  divisions  of  risk  hazard:  First:  catas- 
trophe hazard — All  classifications  are  subject  to  the  panic  or  catas- 
trophe hazard,  and  all  employes  in  any  given  risk  are  equally 
affected.  The  collapse  of  a  building,  the  occurrence  of  a  fire,  the 
explosion  of  a  boiler  or  the  failure  of  a  tank,  are  hazards  which  are 
not  peculiar  to  any  particular  industry  and  not  limited  to  any  group 
of  employes.    The  values  for  these  hazards  are,  therefore,  applied 
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in  the  form  of  flat  charges  and  credits  to  the  manual  rate  for  all 
classifications,  thereby  distributing  the  cost  equally  among  all  in- 
dustries. Second  :v  Hazards  peculiar  to  the  industry  and  affecting 
all  employes — Items  relating  to  power  transmission,  working 
machines,  proportion  of  machine  operators,  safety  organization  and 
hygienic  conditions  are  regarded  as  hazards  incidental  to  the  in- 
dustry, to  be  valued  in  proportion  to  the  general  rate  for  the  classi- 
fication. The  values  are,  therefore,  expressed  in  percentage  form 
to  the  manual  rate  on  the  theory  that  the  ultimate  premium  should 
be  modified  in  a  variable  manner  for  each  classification,  in  propor- 
tion to  the  loss  expectancy  indicated  by  the  pure  premium.  Third: 
Hazards  affecting  a  limited  number  of  employes — Items  relating 
to  defective  floors,  stairways,  unprotected  elevated  runways,  un- 
guarded flywheels,  transmission  gears,  clutches,  belts,  shafting  or 
set  screws;  absence  of  elevator  safety  devices  and  enclosures,  un- 
guarded grinding  wheels,  absence  of  safeguards  for  machinery  and 
engines,  present  hazards  which  expose  to  risk  only  a  part  of  the  em- 
ployes at  a  given  plant  at  any  given  time.  The  values  for  these 
forms  of  hazard  are  expressed  in  flat  amounts  and  applied  not  to  the 
rate  which  affects  the  entire  pay  roll,  but  to  the  ultimate  premium, 
estimated  at  manual  rate  on  basis  of  average  exposure.  In  the 
actual  application  of  the  schedule  it  is  necessary  to  inspect  each 
risk  and  prepare  a  report  describing  minutely  each  item  subject  to 
charge  or  credit. 

Under  competitive  systems  of  insurance,  where  the  state  is 
charged  with  rate  supervision,  it  was  found  necessary  to  establish 
state  supervised  rating  organizations  for  the  purpose  of  making 
inspections  under  a  uniform  schedule,  its  application  to  be  free  from 
discrimination  and  competitive  influences.  Rating  organizations 
of  this  character  have  been  established  in  the  states  of  New  York, 
Massachusetts,  Pennsylvania  and  California.  Under  this  system 
every  insurance  carrier  is  required  to  become  a  member  of  the  rating 
organization  and  to  submit  to  such  organization  each  risk  subject 
to  schedule  rating.  The  inspection  report  on  each  risk  is  valued  in 
accordance  with  the  provisions  of  the  schedule  and  the  resulting 
rate  becomes  applicable  to  the  risk  for  a  given  period.  The  assured 
has  the  privilege  of  securing  a  copy  of  the  inspection  report  and 
may,  with  the  advice  of  the  insurance  carrier  or  through  his  own 
engineers,  make  such  improvements  in  the  plant  as  the  inspection 
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may  indicate  and  thereafter  apply  for  a  reinspection  which  will 
result  in  a  lower  rate.  It  is  clear  that  the  opportunity  to  secure 
reduced  rates  for  improvements  made  upon  expert  advice  has  an 
important  influence  in  stimulating  the  work  of  accident  prevention, 
in  reducing  the  accident  rate  and  thereby  lowering  the  cost  of  in- 


The  first  rating  schedule  has  been  criticised  mainly  on  the 
ground  that  it  resulted  in  a  general  decrease  of  premiums.  It  has 
been  argued  that  with  a  manual  of  rates  based  upon  average  ex- 
perience and  a  schedule  providing  values  on  the  basis  of  the  average 
risk,  the  application  of  the  system  should  result  neither  in  an  in- 
crease nor  in  a  decrease  in  the  total  volume  of  premiums.  It  must 
be  borne  in  mind,  however,  that  the  constant  improvements  which 
are  being  made  by  employers  will  necessarily  result  in  reduced 
rates  and,  therefore,  cause  a  depression  in  premiums  which  in  theory 
is  justified  by  reason  of  the  belief  that  the  improved  conditions 
produce  a  lower  accident  rate. 

The  first  schedule,  known  as  the  Universal  Analytic  Schedule, 
applied  in  the  state  of  New  York,  produced  a  net  decrease  in  pre- 
mium rates  as  compared  with  manual  rates,  approximating  10  per 
cent  in  the  first  two  years  of  its  operation  and  approximating  20 
per  cent  in  the  last  year  of  its  operation.  This  very  substantial 
decrease  was  undoubtedly  due  to  the  fact  that  the  authors  of  the 
schedule  had  provided  credit  values  for  average  conditions  where  no 
credit  should  have  been  allowed  and  had  failed  to  provide  charge 
values  for  inferior  conditions  where  such  charge  values  were  ne- 
cessary. 

The  present  Industrial  Compensation  Rating  Schedule,  which 
is  now  in  operation  in  practically  all  compensation  states,  has  been 
so  framed  as  to  more  closely  appraise  risks  upon  the  average  basis 
and  will  undoubtedly  produce  more  balanced  results.  It  is  urged 
frequently,  and  probably  with  good  reason,  that  the  best  sort  of  a 
schedule  is  one  that  provides  values  based  upon  the  inferior  plant. 
This  kind  of  a  schedule  would  provide  all  credits  and  no  charges; 
its  application,  however,  would  not  be  practical  in  connection  with 
a  system  of  basic  rates  established  upon  the  general  or  average 
class  experience. 

The  authors  of  the  next  rate  manual  will  have  to  give  serious 
consideration  to  the*  premium  depression  due  to  schedule  rating  and 
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make  proper  provision  in  the  basic  rates  to  offset  this  depression  by 
means  of  a  proper  differential. 

As  has  been  mentioned  already,  one  of  the  important  results  of 
schedule  rating  has  been  the  stimulation  of  accident  prevention  work 
among  manufacturers,  who  in  the  first  instance  have  to  pay  the  cost. 
While  the  insurance  companies  have  been  engaged  for  a  long  time 
under  Employers'  Liability  laws  in  accident  prevention  work  and 
have  achieved  considerable  success  in  urging  employers  to  correct 
unsafe  conditions,  it  is  believed  that  the  most  satisfactory  work  in 
that  direction  has  been  accomplished  with  the  introduction  of 
workmen's  compensation  laws  and  systems  of  schedule  rating. 
Schedule  rating  offers  a  direct  economic  incentive  to  the  employer 
to  equip  his  plant  in  accordance  with  the  provided  standards,  to 
introduce  proper  safeguards,  to  remove  dangerous  conditions  that 
may  lead  to  panic  or  catastrophe,  to  inaugurate  systems  of  safety 
organization,  and  to  educate  the  men  as  to  the  importance  of  care 
and  safety  through  shop  committees,  bulletin  boards  and  general 
meetings.  The  introduction  of  schedule  rating  lias  increased  in- 
terest in  the  study  of  safety  standards  and  has  accelerated  the  move- 
ment for  uniformity  between  insurance  companies  and  state  au- 
thorities. There  is  still  existing  a  wide  conflict  between  the  laws  of 
the  various  states  and  the  requirements  of  insurance  companies  and 
rating  organisations  and  it  will  undoubtedly  take  many  years  before 
all  inconsistencies  are  entirely  removed,  if  ever.  But  there  is  al- 
ready in  evidence  a  spirit  of  helpful  cooperation,  with  a  view  to  re- 
moving much  of  the  inevitable  confusion  due  to  our  territorial 
and  political  divisions.  Both  in  Pennsylvania  and  in  New  York 
important  steps  have  been  taken  to  harmonize  interpretations  and 
requirements  so  as  to  remove  as  much  of  the  conflict  as  is  practi- 
cable and  to  place  the  legal  requirements  upon  the  same  basis  as  the 
requirements  of  the  insurance  carriers. 

A  few  words  should  be  said  about  the  future  possibilities  of 
schedule  rating.  Considerable  attention  is  now  being  devoted  by 
thoughtful  students  to  the  scientific  development  of  rate-making 
for  workmen's  compensation  insurance.  Much  of  the  philosophic 
discussion  which  has  recently  been  published  relates  to  the  subject 
of  schedule  rating  and  the  future  progress  of  the  practice. 

The  students'  attention  is  particularly  directed  to  recent  papers 
presented  before  the  Casualty  Actuarial  and  Statistical  Society  of 
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America  by  Mr.  Albert  H.  Mowbray  and  Dr.  E.  H.  Downey.1 
These  papers  are  of  special  value  in  pointing  out  ways  and  means  by 
which  the  present  system  of  schedule  rating  may  be  improved  so  as 
to  harmonize  the  underwriters'  purpose  to  provide  equitable  rate 
adjustment  with  effectiveness  for  accident  prevention  and  to  sub- 
ject the  schedule  to  statistical  control  bo  as  to  ultimately  substitute 
mathematical  values  in  place  of  judgment  values  for  specific  items 
of  hazard. 

There  is  also  the  very  important  question  frequenter  raised  by 
critics  as  to  whether  any  single  rating  schedule  can  be  applied  uni- 
versally to  the  great  variety  of  manufacturing  risks  that  come  under 
observation.  For  example,  underwriters  are  familiar  with  the 
difficulties  encountered  in  the  rating  of  metal  and  woodworking 
risks.  The  problem  of  providing  sufficiently  clear  and  definite 
classifications  for  metal  workers  has  been  under  discussion,  to  the 
writer's  personal  knowledge,  for  a  period  of  three  years.  While  a 
special  rating  formula  has  been  devised  and  applied  to  such  risks 
in  several  compensation  states,  authorities  are  not  agreed  that  the 
method  of  formula  rating  is  the  final  solution.  Similarly  in  the  case 
of  carpentry  shops,  planing  mills  and  other  woodworking  plants 
the  defects  of  risk  classification  have  to  be  largely  corrected  through 
the  process  of  schedule  rating. 

There  is  a  strong  probability  that  the  authors  of  future  sys- 
tems of  schedule  rating  will  take  into  consideration  the  needs  of 
special  industries  and  the  wisdom  of  establishing  several  special 
schedules,  each  intended  for  a  particular  group,  and  there  is  good 
reason  to  believe  that  a  study  of  special  hazards  may  even  lead  to  the 
construction  of  schedules  for  public  service  and  contracting  risks, 
not  included  at  present  in  the  general  scheme  of  schedule  rating. 

Experience  Rating 
The  second  system  of  merit  rating  which  I  have  described  as 
experience  rating  has  been  and  still  is  a  subject  of  controversy  and 
division  of  opinion.  As  a  matter  of  fact,  there  are  two  distinct 
schools  of  underwriting,  one  favoring  the  use  of  individual  experience 
as  a  method  of  characterizing  the  risk  hazard  and  as  a  basis  for  in- 
dividual rate-making;  the  other  school  frowning  upon  the  system  as 
utterly  inapplicable  to  compensation  or  any  other  form  of  insurance. 

1  Proceedings  of  Casualty  Actuarial  and  Statistical  Society  tf  America, 
Volume  3. 
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By  experience  rating  we  mean  a  system  of  merit  rating  where- 
by the  loss  experience  (or  a  given  risk  during  a  given  period 
is  subjected  to  detailed  analysis  and,  as  a  result  of  appraisal,  the 
class  or  basic  rate  is  modified  in  accordance  with  experience  of  the 
individual  risk.  Those  who  favor  experience  rating  base  their 
argument  on  the  following  ground:  The  systems  of  schedule  rating 
thus  far  developed  are  limited  to  manufacturing  risks;  and  nothing 
constructive  has  yet  been  done  in  the  direction  of  schedule  rating 
contracting,  public  service  and  other  miscellaneous  risks.  It  is 
urged  that  such  risks  are  also  entitled  to  individual  rating  and  that, 
in  the  absence  of  any  system  of  schedule  rating,  the  individual  ex- 
perience of  the  risk  is  the  proper  guide  for  modifying  basic  rates. 
Furthermore,  the  plea  in  favor  of  experience  rating  is  extended  to 
manufacturing  risks  on  the  theory  that  schedule  rating  is  not  by 
itself  capable  of  measuring  the  individual  risk  hazard.  It  is  pointed 
out  that  schedule  rating  can  only  take  account  of  the  physical  con- 
ditions surrounding  the  plant  and  that  such  physical  conditions 
are  not  in  all  cases  an  absolute  guide.  Coupled  with  schedule  rating 
there  must  be,  in  the  opinion  of  these  advocates,  a  system  of  ex- 
perience rating  so  that  not  only  the  physical  but  the  moral  condi- 
tions of  the  risk  may  be  properly  appraised.  It  is  stated  that  in  the 
underwriting  experience  there  will  be  found  perfect  plants  possess- 
ing all  the  ideal  attributes  which  would  justify  a  maximum  rate 
reduction  under  the  schedule  but  that  notwithstanding,  for  reasons 
which  are  not  visible  to  the  inspector,  the  accident  rate  is  abnormally 
high.  On  the  other  hand,  underwriters  encounter  risks  physically 
sub-standard  but  producing  nevertheless  a  favorable  accident  rate. 
Illustrations  of  this  character  serve  to  emphasize  the  argument  that 
the  moral  character  of  the  risk  must  be  measured  by  a  system  other 
than  schedule  rating.  The  individual  experience  of  the  risk,  if 
spread  over  a  sufficiently  long  period  and  over  an  adequate  pay  roll 
exposure,  is  likely  to  give  a  truer  indication  of  the  risk  hazard  in  so 
far  at  least  as  its  moral  aspects  are  concerned,  and  by  moral  aspects 
is  meant  the  attitude  of  the  employer,  his  foremen  and  superin- 
tendents towards  the  safety  and  welfare  of  the  workmen.  In  the 
manufacturing  plant,  the  physical  valuation  of  the  risk,  combined 
with  the  experience  valuation,  will,  under  this  theory,  produce  a 
rate  which  will  reflect  the  risk  hazard  from  its  physical  as  well  as  its 
moral  standpoint.    In  contracting,  public  service  and  miscellaneous 


v  Google 


270  The  Annals  of  the  American  Academy 

risks,  the  experience  rating  system  as  herein  indicated  may  be  used 
under  this  theory  for  differentiating  the  risk  from  the  class  rate. 

The  antagonists  of  experience  rating  combat  this  argument  by 
the  statement  that  the  loss  experience  on  any  given  risk  is  due  to 
imperfect  physical  conditions  and  to  the  element  of  chance,  that  the 
general  experience  has  been  used  to  determine  the  rate  for  the 
class  and  that  the  rate  thus  obtained  is  an  average  rate  which  should 
apply  to  all  plants  without  distinction  as  to  the  particular  experience 
sustained  in  a  given  plant.  It  is  the  fundamental  purpose  of  in- 
surance to  cover  the  risk  against  the  losses  due  to  chance  and  it  is, 
therefore,  unsound  in  theory  to  penalize  an  employer  whose  ex- 
perience as  a  result  of  chance  is  bad  or  to  reward  another  employer 
whose  experience  as  a  result  of  chance  is  good.  Furthermore,  all 
experience  rating  plans  which  have  so  far  come  under  observation 
have  not  been  balanced  schemes  and  have  resulted  in  decreasing 
the  total  volume  of  premiums.  There  should  be  no  increase  or 
decrease  in  premiums  due  to  experience  rating  for  the  reason  that 
the  manual  provides  a  system  of  average  rates  and  unless  loadings 
were  provided  to  replace  the  depression  due  to  experience  rating, 
inadequate  rates  would  result  from  the  application  of  the  system. 
But  it  is  questionable  whether  it  is  justifiable  to  load  the  rates  for 
any  probable  premium  depression  due  to  experience  rating.  Any 
experience  rating  system  must  necessarily  be  limited  to  a  class  of 
risks  that  produce  a  sufficiently  large  pay  roll  or  premium.  Assum- 
ing that  only  20  per  cent  of  the  total  number  of  risks  enjoy  the 
benefits  of  experience  rating,  is  it  proper  to  increase  the  rates  for  all 
employers  in  order  to  give  the  benefit  of  experience  rating  to  a 
restricted  clasB?  Experiments  with  experience  rating  have  been 
conducted  in  several  states  and  the  results  so  far  have  not  been  en- 
tirely satisfactory,  principally  perhaps  for  the  reason  that  no  ade- 
quate plan  of  experience  rating  has  as  yet  bees  devised. 

In  the  first  two  years  of  operation  under  the  New  York  Act  a 
system  of  experience  rating  was  introduced  in  that  state.  The 
operation  of  the  system,  however,  resulted  in  its  application  to 
selected  risks,  namely,  those  that  have  enjoyed  a  good  experience, 
and  the  result  produced  a  depression  in  premiums  which  could  not 
have  been  offset  in  any  other  direction.  The  first  experience  rating 
plan  was  thereupon  abandoned  and  anew  plan  introduced,  effective 
as  of  June  30,  1916.    It  took  several  months  to  prepare  the  details 
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of  the  plan  and  in  its  preparation  the  authors  had  to  effect  a  com- 
promise between  a  variety  of  views.  In  its  present  development  the 
plan  provides  for  the  obligatory  application  of  experience  rating 
to  all  manufacturing  risks  that  produce  a  minimum  pay  roll  of 
(100,000  and  an  earned  premium  of  $500  for  a  period  of  not  less 
than  two  years  and  to  contracting  and  miscellaneous  risks  with  a 
minimum  pay  roll  of  $5,000  and  an  earned  premium  of  $500  for  the 
same  period.  The  past  experience  of  the  risk  is  used  as  a  guide  for 
determining  the  rate  on  the  current  policy.  The  insurance  carrier 
is  required  to  submit  an  application  to  the  rating  bureau  with  a 
specific  list  of  compensatable  accidents  sustained  during  the  period 
on  which  the  rating  is  based.  Such  accidents  are  valued  upon  the 
basis  of  an  established  table  arranged  according  to  the  type  of  injury, 
and  the  values  are  derived  from  the  provisions  of  the  statute  and 
general  insurance  experience.  The  appraisal  of  the  medical  cost 
is  determined  by  a  fixed  charge  for  each  notice  of  injury.  The 
maximum  debits  and  credits  depend  upon  two  factors — loss  ratio 
of  the  risk  and  the  size  of  the  premium.  Beginning  with  a  maxi- 
mum value  of  5  per  cent  for  a  $500  premium,  it  extends  to  20  per 
cent  for  a  $5,000  premium.  If  the  loss  ratio  is  more  than  40  per 
cent  and  less  than  65  per  cent  no  modification  is  made,  such  risks 
falling  within  a  so-called  neutral  zone.  In  the  application  of  the 
plan,  the  rating  bureau  acts  as  the  medium  for  exchange  of  ex- 
perience data  among  insurance  carriers,  and  establishes  the  rate 
upon  the  data  submitted  under  the  certificate  of  the  insurance 
carrier.  The  rate  when  published  becomes  available  to  all  in- 
surance carriers  and  applies  to  the  risk  for  a  given  policy  term. 
This  plan  may  be  regarded  so  far  as  in  its  experimental  stage.  The 
valuation  of  six  hundred  risks  has  produced  a  net  credit  of  4  per  cent. 
One  of  the  important  criticisms  in  connection  with  the  plan 
is  the  method  of  loss  valuation;  for  instance,  the  fairness  of  charges 
established  in  cases  of  accidents  resulting  in  death  or  total  per- 
manent disability.  It  is  pointed  out  that  in  such  cases,  the  table 
provides  values  equal  to  324  weeks  of  compensation  for  fatal  cases 
and  624  weeks  of  compensation  for  total  permanent  disability  cases. 
Such  charges  easily  result  in  rates  being  advanced  to  the  extent  of 
20  per  cent  maximum  limit.  It  is  argued  that  injuries  resulting  in 
so  serious  a  manner  are  purely  a  matter  of  chance  and  that  it  is, 
therefore,  improper  to  advance  the  employer's  rate  because  of  the 
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occurrence  of  &  single  serious  accident,  which  has  the  effect  of 
distorting  the  entire  experience  of  an  otherwise  favorable  risk. 
Another  point  of  criticism  has  been  against  the  provision  of  the 
plan  which  requires  a  charge  of  $12  for  every  notice  of  injury, 
as  a  medium  of  appraising  the  medical  cost.  The  medical  cost 
will  differ  with  different  employers  and  with  different  companies. 
Furthermore,  some  employers  are  very  prompt  in  making  reports 
of  notices  and  others  are  quite  negligent  in  this  respect.  The 
employer  who  is  prompt  in  reporting  notices  of  accidents  apparently 
suffers  under  this  scheme.  The  third  point  of  criticism  is  the  fact 
that  under  every  plan  so  far  advanced  the  results  have  produced  a 
depression  in  premiums.  This  criticism  requires  very  serious  con- 
sideration for  the  reason  that  a  loading  on  premium  rates  for  this 
item  is  evidently  improper. 

Whatever  merits  the  theory  of  experience  rating  may  possess, 
it  has  not  yet  been  possible  to  develop  a  plan  that  will  produce 
rational  results  in  its  application.  Until  such  plan  has  .been  devel- 
oped, the  critics  are  in  a  fair  position  to  demand  that  individual 
rating  of  compensation  risks  should  be  entirely  confined  to  the 
practice  of  schedule  rating  and  that  all  efforts  should  be  directed 
towards  the  highest  development  of  schedule  rating  and  its  possible 
extension  to  a  broader  sphere  than  that  provided  under  the  present 
system.  In  the  normal  process  of -such  development  we  may  look 
forward  to  the  construction  of  several  schedules,  each  representing 
a  distinct  group  of  industrial  activity. 
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COMPENSATION  ADMINISTRATION  AND 

ADJUSTMENTS 

By  James  E.  Rhodes,  2d, 

Claim  Examiner,  Tha  Trgvelera  Insurance  Company. 

The  system  of  workmen's  compensation  which  is  now  in  opera- 
tion in  the  greater  number  of  the  states  of  the  United  States  is  a 
radical  departure  both  in  principle  and  practice  from  its  predecessor, 
the  system  of  employer's  liability,  which  was  recognised  and  en- 
forced by  the  common  law.  The  difference  in  principle  is  that  the 
compensation  system  is  based  on  a  recognition  of  the  fact  that 
industry  should  bear  its  proportional  part  of  the  financial  burdens 
caused  by  the  industrial  accident,  regardless  of  the  fact  that  such 
an  accident  may  have  been  caused  in  part  by  the  negligence  of  the 
injured  employe,  unless  that  negligence  is  of  such  a  degree  that  it 
can  be  shown  that  the  injury  was  wilfully  inflicted;  while  the 
common  law  system  was  based  on  the  proposition  that  an  injured 
employe  must  be  able  to  show  some  legal  fault  on  the  part  of  his 
employer  before  any  recovery  would  be  allowed  for  an  injury 
alleged  to  have  been  sustained  by  reason  of  the  negligence  of  the 
employer.  The  difference  in  practice  has  its  basis  in  the  difference 
in  the  administration  of  the  two  systems.  The  common  law  system 
of  employer's  liability  placed  the  employer  and  employe  on  a  basis 
of  theoretical  legal  and  economic  equality,  as  a  result  of  which  the 
only  recourse  which  the  employe  had  when  the  employer  refused 
to  recognize  liability  and  compensate  him  for  injuries  alleged  to 
have  been  sustained  during  the  course  of  his  employment  was  to 
bring  the  employer  into  court,  establish  his  right  to  recover  by 
judicial  process,  and  then  collect  the  judgment  at  the  termination 
of  the  proceedings,  if  judgment  was  secured  and  if  collection  was 
possible.  Inasmuch  as  the  compensation  system  establishes  the 
right  of  the  employe  to  recover  for  his  injuries,  unless  it  can  be 
shown  that  they  are  the  result  of  his  wilful  negligence,  it  is  an  essen- 
tial element  of  that  system  that  this  right  of  recovery  should  be 
secured  and  that  the  compensation  laws  should  be  so  administered 
as  to  effect  the  purpose  for  which  they  were  enacted.  This  is  effected 
by  requiring  security  for  the  payments,  and  by  such  a  supervision 
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of  the  adjustments  made  under  compensation  laws  that  injured 
employes  shall  receive  the  full  amount  which  the  law  allows  to 
them  with  as  much  regularity  and  as  little  delay  as  possible. 

The  Indictment  of  the  Common  Law  Stbteh 
The  particulars  in  the  indictment  against  the  common  law 
system  of  employer's  liability  may  be  reduced  to  four  general 
specifications.  They  consist  of  the  uncertainty  as  to  the  basis  of 
liability,  the  uncertainty  as  to  the  amount  of  the  recovery  when 
liability  is  established,  the  delay  which  is  a  necessary  incident  of 
legal  procedure  in  enforcing  a  claim  for  damages,  and  the  uncer- 
tainty as  to  the  payment  of  a  judgment  when  judgment  has  been 
recovered.  These  were  the  principal  defects  of  the  common  law 
system  which  it  was  the  object  of  the  compensation  system  to 
obviate.  All  of  these  specifications  were  incidents  of  a  system  which 
had  as  its  basis  the  element  of  legal  fault  on  the  part  of  a  person 
against  whom  negligence  was  alleged.  On  this  basis  was  imposed 
the  theory  of  the  equality  of  all  litigants  in  the  courts,  which  theory 
in  its  assumption  that  all  litigants  are  able  to  stand  the  delays  which 
are  incident  to  litigation  takes  no  notice  of  the  economic  difference 
in  the  condition  of  litigants,  and  thus  practically  closes  the  courts 
and  denies  redress  to  those  who  are  unable  to  stand  the  delay  and 
expense  of  legal  procedure. 

The  compensation  system  substitutes  for  the  uncertainty  as 
to  the  basis  of  liability  the  requirement  that  the  employer  shall 
compensate  for  all  accidental  injuries  which  an  employe  may  receive 
in  the  course  of  his  employment,  and  which  arise  out  of  it,  except 
in  the  comparatively  rare  cases  in  which  it  can  be  shown  that  the 
injuries  were  received  by  reason  of  the  wilful  or  intentional  negli- 
gence of  the  employe  himself.  It  substitutes  for  the  uncertainty 
as  to  the  amount  of  recovery  a  specific  amount  which  shall  be  paid 
during  disability,  or  for  a  specific  length  of  time.  Any  complete 
compensation  system  will  substitute  for  the  element  of  delay  which 
is  incident  to  the  common  law  system  of  litigation  a  summary 
procedure  for  the  determination  and  enforcement  of  rights  under 
the  compensation  law,  and  it  will  substitute  for  the  element  of 
uncertainty  as  to  the  payment  of  a  judgment  a  system  of  security 
for  the  payment  of  compensation  which  will  assure  that  the  injured 
will  receive  his  indemnity  just  as  specified  by  the  law. 
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Administration  of  the  Common  Law  System 
In  considering  the  administrative  feature  of  the  compensation 
system,  and  particularly  that  phase  of  compensation  administra- 
tion which  deals  with  the  adjustment  of  claims  under  the  compen- 
sation laws,  it  is  necessary  by  way  of  contrast  to  outline  the  proce- 
dure for  the  enforcement  of  a  claim  under  the  common  law  system 
and  thus  show  the  defects  of  that  system,  and  then  show  how  the 
compensation  system  has  attempted  to  remedy  those  defects.  The 
common 'law  system  is  based,  as  has  been  noted,  on  the  theoretical 
equality  of  employer  and  employe  in  the  eye  of  the  law,  the  result 
of  which  is  that  in  legal  procedure  each  has  an  equal  right  to  contest 
to  the  limit  any  allegation  that  may  be  made  by  the  other,  and  as 
employer's  liability  cases  are  simply  a  part  of  the  general  work  of 
the  courts  and  are  entitled  to  no  precedence  over  other  litigation 
the  injured  employe  who  is  a  plaintiff  must  await  his  opportunity 
to  be  heard  in  turn  with  all  other  litigants. 

If  an  employer  recognises  his  liability  to  respond  in  damages 
to  an  injured  employe,  or  if  for  any  reason  an  employer  chooses  to 
settle  such  a  claim  without  litigation,  and  the  parties  can  agree 
upon  the  amount  that  shall  be  paid,  litigation  is  then  unnecessary. 
Their  agreement  is  subject  to  the  legal  requirement  that  it  must 
be  supported  by  a  sufficient  consideration,  but  wide  latitude  is 
given  to  the  parties  in  determining  the  sufficiency  of  the  considera- 
tion and  the  law  will  not  disturb  any  settlement  made  -with  an 
injured  employe  unless  it  appears  that  the  consideration  is  grossly 
inadequate,  or  that  the  settlement  was  effected  by  fraud  or  duress 
and  so  should  not  be  permitted  to  stand.  The  common  law  prin- 
ciples as  to  the  assessment  of  damages  may  be  observed  or  they  may 
be  disregarded,  for  the  law  will  not  interfere  with  any  settlement 
that  is  supported  by  a  sufficient  consideration  and,  although  the 
consideration  may  seem  small,  still  it  may  be  regarded  as  sufficient 
in  law  to  support  the  agreement. 

The  enforcement  of  an  employer's  liability  claim  under  the 
common  law  by  legal  process  necessitates  recourse  to  the  courts  by 
means  of  a  suit  brought  by  the  employe  against  the  employer, 
alleging  injuries  received  during  the  course  of  employment  by  reason 
of  the  negligence  of  the  employer  and  demanding  damages  for  those 
injuries.  Either  party  is  entitled  to  a  jury  to  determine  questions 
of  fact,  and  as  the  allegation  of  negligence  is  usually  a  question  of 
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fact  it  is  incumbent  upon  the  plaintiff  to  establish  his  case  to  the 
satisfaction  of  the  jury  by  a  preponderance  of  the  evidence.  The 
defendant  is  allowed  to  prove,  if  possible,  that  the  injuries  were 
received  by  reason  of  the  negligence  of  the  injured  himself,  or  that 
it  arose  from  dangers  inherent  in  the  occupation  of  the  injured  of 
which  he  was  fully  cognizant,  or  that  they  were  received  because  of 
the  negligence  of  a  fellow-servant,  unless  these  common  law  defenses 
have  been  modified  or  abrogated  by  some  statutory  provisions. 

If  the  jury  decides  in  favor  of  the  right  of  the  plaintiff  to  recover, 
it  is  their  duty  to  assess  the  damages  that  shall  be  awarded,  and  the 
latitude  which  is  given  to  a  jury  in  this  respect  is  one  of  the  principal 
defects  in  the  common  law  system.  While  it  is  the  theory  of  the 
common  law  that  the  damages  assessed  shall  be  compensatory,  as 
far  as  possible,  there  is  in  practice  little  to  limit  a  jury  in  the  exercise 
of  their  function  of  assessing  damages  but  their  own  imagination, 
and  the  result  is  a  great  disparity  in  the  amount  of  damages  assessed 
in  different  cases. 

Frequently  there  is  considerable  delay  before  an  employer's 
liability  case  can  be  tried,  and  if  a  verdict  is  obtained  by  the  plain- 
tiff it  may  happen  that  there  are  some  alleged  errors  in  connection 
with  the  trial  which  allow  the  defendant  to  appeal.  If  such  an 
appeal  is  taken,  the  delay  is  almost  indefinite  and  the  result  uncer- 
tain, for  it  may  result  in  a  reversal  and  dismissal  of  the  suit,  or  a 
reversal  and  an  order  for  another  trial.  In  the  former  event  the 
right  of  action  is  lost,  while  in  the  latter  the  plaintiff  is  just  where 
he  started  at  the  beginning  of  the  litigation.  If  his  verdict  is  sus- 
tained he  is  then  at  liberty  to  proceed  to  the  collection  of  the  judg- 
ment. This  may  be  a  difficult  matter  unless  the  defendant  volun- 
tarily pays  the  judgment,  or  has  property  which  can  be  reached  by 
attachment  in  satisfaction  of  it. 

This  brief  summary  shown  that  the  element  of  delay  is  one  of 
considerable  consequence  in  the  enforcement  of  a  claim  by  legal 
process  under  the  common  law  rules  of  employer's  liability,  for  an 
injured  employe  may  be  practically  deprived  of  his  rights  by  reason 
of  the  delay  which  is  incident  to  their  enforcement.  An  incident  of 
this  element  of  delay  is  that  of  expense,  for  it  seldom  happens  that 
a  seriously  injured  workman  has  been  able  of  himself  to  provide 
for  such  contingencies,  hence  the  problem  of  sustenance  during  the 
progress  of  the  litigation  is  both  practical  and  pressing,  and  this 
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added  to  the  expense  which  may  be  necessary  to  the  litigation 
frequently  causes  the  relinquishment  of  valuable  rights  for  much 
lees  than  an  injured  employe  is  legally  entitled  to  receive. 

Principles  of  Compensation  Administration 
It  is,  therefore,  an  essential  element  of  the  compensation  system 
that  the  payment  of  the  benefits  which  the  law  provides  shall  be 
made  as  certain  as  possible,  and  that  these  payments  shall  reach 
the  injured  with  promptness  and  regularity.  The  element  of  cer- 
tainty of  payment  is  secured  in  the  well  considered  laws  by  a  re- 
quirement of  insurance  of  some  sort,  carried  by  the  employer  for 
the  benefit  of  bis  employes  for  the  security  of  the  payment  of  the 
compensation  obligations.  The  element  of  promptness  and  regu- 
larity of  payment  is  accomplished  by  vesting  the  administration  of 
the  compensation  law  in  a  single  official  or  an  official  body  whose 
sole  duty  it  is  to  see  that  the  law  is  properly  administered,  and  this 
supervision  over  the  adjustment  of  compensation  claims  is  one  of 
the  vital  features  of  the  general  subject  of  compensation  adminis- 
tration. Some  of  the  compensation  laws  which  have  been  passed 
in  the  United  States  cannot  be  considered  complete,  even  according 
to  present  standards  of  compensation,  because  of  the  fact  that  they 
fail  to  require  security  for  the  payment  of  compensation,  and  also 
fail  to  provide  any  special  administrative  machinery  to  supervise 
their  execution.  Such  laws  are  necessarily  defective  in  principle 
even  though  they  may  be  satisfactory  in  practice. 

The  principle  of  special  administrative  authorities  for  particu- 
lar classes  of  laws  had  already  been  recognized  and  developed  in 
the  United  States  long  before  the  adoption  of  the  compensation 
system,  so  in  applying  the  principle  of  special  administration  to 
compensation  legislation,  in  those  states  in  which  this  principle  was 
adopted,  the  legislators  were  not  establishing  any  new  principle  but 
were  following  precedents  already  established.  The  basis  of  this 
form  of  administration  is  the  fact  that  because  of  the  amount  of  de- 
tail that  may  be  involved  in  the  administration  of  some  laws,  and 
because  of  the  specialized  knowledge  that  their  administration  may 
require,  enforcement  may  be  ineffective  if  left  to  the  general  execu- 
tive authorities;  or  to  the  parties  who  may  be  interested  in  their 
enforcement,  with  recourse  to  the  courts  a  necessity  in  cases  of 
disagreement  as  to  the  construction  and  application  of  the  laws. 
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It  is,  therefore,  to  the  benefit  of  all  who  may  be  interested  that 
some  such  laws  shall  have  administrative  systems  of  their  own. 
The  administration  of  any  law  necessarily  involves  a  combination 
of  executive  and  judicial  functions,  for  decisions  as  to  the  meaning 
of  statutory  provisions  are  necessary  at  every  turn  and,  while  it  is 
the  particular  function  of  the  judicial  department  of  government  to 
render  the  authoritative  and  final  decisions  as  to  the  construction 
of  all  laws,  it  is  often  necessary,  in  the  absence  of  such  decisions, 
that  rulings  shall  be  made  as  to  the  practical  application  of  laws 
which  shall  be  made  summarily  and  shall  have  the  sanction  of 
authority,  and  this  can  be  accomplished  in  no  better  way  than 
by  providing  special  administrative  machinery  for  the  particular 
classes  of  laws  which  may  prove  ineffective  if  appeal  to  the  courts 
is  the  only  method  of  securing  their  enforcement. 

This  principle  of  administration  had  been  developed  particu- 
larly in  connection  with  the  regulation  of  the  relations  between 
public  service  corporations  and  individuals,  and  commissions  of 
some  sort  as  intermediaries  between  the  individual  and  the  courts 
in  dealing  with  these  corporations  were  already  common  when  the 
compensation  laws  were  enacted.  The  principle  had  also  been 
applied  to  the  administration  of  that  class  of  labor  legislation  which 
relates  to  the  safety  and  health  of  employes  and  the  regulation  of 
work  of  women  and  children  by  inspection  of  work  places  in  order 
to  see  that  the  laws  were  enforced,  but  no  such  application  of  it  had 
ever  been  made  to  the  laws  which  related  to  the  liability  of  the 
employer  for  occupational  injuries  sustained  by  the  employe,  so 
that  the  creation  of  commissions  to  supervise  and  enforce  work- 
men's compensation  laws  was  an  extension  of  the  principle,  but 
this  extension  seemed  justifiable  in  view  of  the  purpose  of  the  laws. 

The  European  precedents  were  of  little  help  in  determining 
upon  the  systems  of  administration  in  the  United  States.  The 
systems  in  Europe  which  were  studied  more  than  any  others  in 
connection  with  the  formulation  of  our  systems  were  the  English 
system  and  the  German  system,  and  although  our  systems  contain 
elements  taken  from  both  of  those  systems  it  may  be  said  that  both 
in  form  and  substance  our  laws  are  based  more  upon  the  English 
than  upon  the  German  precedent.  The  administrative  features, 
however,  where  special  administration  has  been  provided,  partake 
more  of  the  German  system,  for  the  English  law  is  to  a  certain 
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extent  defective  according  to  our  standards  of  compensation  be- 
cause of  its  lack  of  administrative  features,  the  administration  being 
based  upon  agreement  of  the  parties  or  arbitration,  with  resort  to 
the  courts  when  agreement  or  arbitration  fails.  The  German  system 
is  an  elaborate  social  insurance  system,  of  which  the  supervision  of 
its  administration  by  the  state  is  an  essential  element. 

As  to  their  administrative  features  the  compensation  laws  in 
the  United  States  may  be  divided  into  two  general  classes,  those 
which  have  not  provided  for  any  machinery  aside  from  court  proce- 
dure for  their  administration  and  those  which  have  provided  some 
such  machinery.  It  may  be  said  to  the  credit  of  those  laws  which 
leave  the  matter  of  administration  with  the  courts  that  they  usually 
provide  that  the  procedure  shall  be  summary,  and  not  subject  to 
the  delays  and  technicalities  which  are  too  often  incident  to  judicial 
procedure.  This  elimination  of  technicalities  relates  both  to  the 
form  of  procedure  and  the  legal  rules  of  evidence,  for  it  is  the  spirit 
of  any  procedure  that  may  be  necessary  in  compensation  adminis- 
tration that  it  shall  be  free  from  the  technicalities  which  have 
developed  in  legal  procedure  and  in  the  application  of  the  common 
law  rules  of  evidence.  The  states  which  rely  upon  court  procedure 
for  the  administration  of  compensation  laws  are  in  the  minority, 
for  the  majority  of  the  laws  have  provided  for 'a  special  form  of 
administration. 

The  form  varies  in  detail  in  the  different  states  which  have 
special  administration.  It  may  be  vested  in  a  single  official  or  in 
an  official  body  but,  regardless  of  differences  in  form,  the  principle 
is  uniform,  for  the  object  is  to  secure  to  the  claimant  a  summary 
decision  as  to  his  right  to  receive  compensation,  with  the  procedure 
aa  simple  and  informal  as  possible;  and,  if  the  right  is  established, 
to  see  that  the  compensation  is  paid  as  ordered.  In  order  that  the 
constitutional  rights  of  the  parties  and  the  constitutional  function 
of  the  courts  may  be  preserved,  it  is  provided  that  appeals  may  be 
taken  to  the  courts  from  the  decision  of  the  administrative  official 
or  body  on  questions  of  law,  but  that  findings  of  fact  shall  be  bind- 
ing on  the  parties. 

It  may  be  well  to  state  at  this  point  that  in  the  practical  admin- 
istration of  compensation  laws,  particularly  in  those  states  which 
have  a  special  administrative  system,  the  actual  parties  in  interest 
are  usually  the  claimant  and  the  insurance  carrier.    This  is  because 
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of  the  requirement  in  the  greater  number  of  the  laws  that  the  com- 
pensation obligation  shall  be  insured  and  the  provision  that  the 
insurer  succeeds  to  all  of  the  obligations  of  the  employer.  So  in 
event  of  an  accident  the  employer  reports  the  matter  to  his  insurer, 
and  it  is  then  the  duty  of  the  insurer  to  see  that  all  of  the  provisions 
of  the  law  are  carried  into  execution.  This  practical  condition  simply 
substitutes  the  insurer  for  the  employer,  notwithstanding  the  fact 
that  the  proceedings  may  nominally  be  against  the  employer  instead 
of  against  the  insurer. 

Administration  in  Different  States 
In  order  that  the  procedure  of  adjustment  may  be  shown,  and 
also  that  some  of  the  differences  in  detail  may  be  illustrated,  the 
systems  adopted  in  several  of  the  different  states  will  be  outlined 
as  representative  of  the  systems  in  those  states  which  have  provided 
for  a  special  form  of  administration.  The  states  selected  are 
Massachusetts,  Connecticut,  New  York  and  Pennsylvania,  the 
order  given  being  the  order  in  which  the  legislation  was  passed  in 
those  states.  Massachusetts  is  selected  because  of  the  excellence 
in  principle  and  in  practice  of  the  administration  of  its  law;  Con- 
necticut, because,  although  the  administration  provided  may  be 
defective  in  theory  and  in  principle,  in  the  summary  way  in  which 
its  law  is  administered  it  presents  an  example  of  excellence  that  may 
well  be  considered;  New  York  because  of  the  importance  of  the 
state,  and  also  because  of  the  fact  that  its  law  is  of  limited  applica- 
tion and  so  presents  problems  of  administration  which  are  not  pres- 
ent when  the  law  is  of  general  application ;  and  Pennsylvania  because 
of  the  fact  that  it  is  the  most  recent  of  the  large  states  to  adopt  the 
compensation  principle,  and  its  system  of  administration  is  worthy 
of  consideration. 

The  Massachusetts  act  provides  for  the  appointment  of  an 
Industrial  Accident  Board  consisting  of  five  members.  When, 
after  an  injury,  the  employer  and  the  employe  reach  an  agreement 
as  to  compensation,  a  memorandum  of  this  agreement  is  to  be  filed 
with  the  board,  and,  if  the  board  approves  this  agreement  as  in 
conformity  with  the  terms  of  the  act,  it  will  be  enforced.  In  case 
of  disagreement  between  the  parties  an  arbitration  is  necessary,  and 
this  arbitration  is  effected  through  a  committee  of  three,  one  each 
being  selected  by  the  employer  and  employe  and  the  third,  who  shall 
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be  chairman,  being  a  member  of  the  board.  This  committee  of 
arbitration  investigates  and  makes  its  findings,  and  files  its  decision 
with  the  board.  Either  party  may  file  a  claim  for  review  with  the 
■board  within  seven  days  after  the  decision  of  the  committee  is 
rendered.  If  this  claim  is  filed  the  board  reviews  the  findings,  and 
it  may  affirm  them,  revise  them,  or  refer  the  matter  back  to  the 
committee  for  further  consideration.  If  no  claim  for  review  is  filed, 
the  decision  of  the  committee  stands  as  the  decision  of  the  board. 
An  appeal  may  be  taken  to  the  courts  from  the  decision  of  the  board, 
or  from  the  findings  of  the  committee  if  no  claim  for  review  has  been 
filed,  but  this  appeal  must  be  upon  questions  of  law,  for  the  findings 
of  the  committee  or  of  the  board  as  to  questions  of  fact  are  final. 

The  result  of  this  procedure  as  to  the  committee  of  arbitration 
is  in  effect  the  same  as  it  would  be  if  a  member  of  the  board  acted 
as  sole  arbitrator,  for  in  cases  of  dispute  between  the  other  members 
it  is  the  vote  of  the  member  of  the  board  that  decides,  but  the  fact 
that  each  party  is  represented  on  the  committee  tends  to  preserve 
the  rights  of  the  parties,  and  the  effect  may  be  that  the  issue  has 
greater  consideration  than  it  would  have  if  the  member  of  the  board 
had  nothing  to  assist  him  in  reaching  his  decision  but  the  presenta- 
tion of  the  case  by  the  parties  or  their  attorneys.  The  procedure 
is  summary,  and  there  is  no  cause  for  delay,  except  in  those  cases 
where  it  is  deemed  necessary  to  have  the  court  rule  upon  questions 
of  law,  and  groundless  appeals  are  penalized  by  allowing  the  court 
to  assess  the  whole  of  the  cost  of  the  proceedings  on  the  party  who 
has  proceeded  without  reasonable  ground. 

The  Connecticut  act  has  provided  for  a  system  of  administra- 
tion which  for  practical  excellence,  particularly  in  a  state  of  limited 
area,  cannot  be  surpassed.  Five  compensation  commissioners  are 
appointed,  one  for  each  Congressional  District.  The  Board  of 
Commissioners  act  together  for  the  purpose  of  adopting  rules  of 
procedure  and  the  preparation  of  reports,  but  as  to  the  adminis- 
tration of  the  law  each  commissioner  is  supreme  in  bis  own  juris- 
diction, the  Congressional  District  in  and  for  which  he  was  ap- 
pointed, and  the  board  does  not,  as  a  matter  of  law,  take  concerted ' 
action  in  any  compensation  cases.  Any  commissioner  may  designate 
another  commissioner  to  act  for  him  when  it  is  necessary,  such  as 
in  cases  of  absence  from  his  district,' or  in  cases  of  incapacity  or 
disqualification.    When  an  employer  and  employe  fail  to  reach  an 
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agreement  as  to  compensation  the  commissioner  orders  a  hearing, 
with  not  less  than  ten  days'  notice  as  to  time  and  place  to  each 
party.  Appeal  from  the  decision  of  the  commissioner  may  be  taken 
by  either  party  to  the  Superior  Court,  at  any  time  within  ten  days- 
after  the  entry  of  the  findings,  and  such  appeals  to  the  Superior 
Court  are  privileged  over  other  actions  so  that  disposition  may  be 
summary. 

The  Connecticut  system  may  be  regarded  as  defective  in  prin- 
ciple because  it  provides  for  no  review  or  confirmation  of  the  deci- 
sion of  a  single  commissioner  by  the  full  board.  Such  a  provision 
would  tend  to  uniformity  in  rulings  on  the  part  of  the  commis- 
sioners, but  this  objection,  in  view  of  the  excellence  of  the  adminis- 
tration in  Connecticut,  is  largely  theoretical  rather  than  practical 
in  its  nature.  In  a  larger  state,  particularly  one  larger  in  area,  the 
system  might  not  work  so  well,  but  in  a  small  state  like  Connecticut, 
with  the  commissioners  in  close  proximity  to  each  other,  engaged  in 
a  common  purpose,  and  in  easy  and  frequent  communication,  this 
system  works  very  well. 

The  New  York  act  provides  for  the  appointment  of  a  State 
Workmen's  Compensation  Commission  consisting  of  five  members. 
The  work  of  the  commission  is  to  a  certain  extent  complicated  by 
the  fact  that  the  New  York  act  is  one  of  limited  application,  and 
further  by  the  fact  that  the  commission  has  charge  of  the  adminis- 
tration of  the  State  Insurance  Fund.  The  commission  is  authorised 
to  appoint  deputy  commissioners.  It  is  incumbent  on  the  com- 
mission to  determine  disputes  between  employers  and  employes  as 
to  the  payment  of  compensation,  and  any  hearing  which  it  is  neces- 
sary for  the  commission  to  hold  may  be  before  either  a  commissioner 
or  a  deputy.  The  commission  also  has  authority  to  require  the 
parties  to  appear  before  an  arbitration  committee.  The  decision  of 
a  commissioner  or  deputy,  when  approved  by  the  commission,  is 
the  decision  of  the  commission.  Appeals  may  be  taken  on  questions 
of  law,  or  the  commission  may  certify  questions  of  law  to  the  court 
for  decision,  but  the  finding  of  the  commission  as  to  facts  is  final. 

The  provisions  regarding  the  administration  of  the  New  York 
law  were  changed  to  a  certain  extent  in  1915,  in  that  the  State 
Workmen's  Compensation  Commission  established  by  the  com- 
pensation law  was  abolished,  and  the  functions  of  that  commission 
were  transferred  to  the  State  Industrial  Commission,  which  wbb 
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established  by  the  law  abolishing  the  Workmen's  Compensation 
Commission.  This  change  was  more  in  form  than  in  substance, 
for  the  Industrial  Commission  was  vested  with  all  the  powers, 
duties,  obligations  and  liabilities  of  the  Workmen's  Compensation 
Commission  and  simply  continued  with  the  administration  of  the 
compensation  law  as  its  predecessor  had  been  administering  it. 
The  Industrial  Commission  was  established  to  take  general  charge 
of  the  administration  of  the  Department  of  Labor  of  the  State  of 
New  York,  and  the  administration  of  the  compensation  law  was 
only  one  of  its  functions.  This  change  in  New  York  may  be  re- 
garded as  indicative  of  a  tendency  to  consolidate  the  administra- 
tion of  all  of  the  laws  relating  to  labor  into  one  body,  and  it  is 
reasonable  to  expect  that  such  action  may  be  taken  in  other  states. 

The  Pennsylvania  act  provides  for  the  appointment  of  a  Work- 
men's Compensation  Board  of  three  members,  which  board  shall 
supervise  and  direct  the  work  of  the  Bureau  of  Workmen's  Com- 
pensation, and  it  also  provides  that  the  Commissioner  of  Labor  and 
Industry  shall  appoint  as  many  referees  as  may  be  necessary,  not 
exceeding  ten  in  number.  When  an  employer  and  employe  fail  to 
agree  as  to  compensation,  the  employe  may  submit  the  matter  to 
the  board  and,  when  the  matter  is  submitted  to  the  board,  the 
bureau  shall  in  turn  assign  it  to  a  referee  for  an  investigation  and 
report.  Appeal  may  be  taken  to  the  board  from  the  findings  of  the 
referee,  but  the  findings  of  fact  by  the  referee  are  final  unless  the 
board  allows  an  appeal,  and  the  board's  findings  of  fact  are  final  in 
all  cases.  Appeal  may  be  taken  to  the  court  from  the  board's 
findings  on  questions  of  law. 

The  laws  give  to  the  different  administrative  authorities  the 
power  to  summon  witnesses  and  compel  the  production  of  any 
written  evidence  that  may  be  necessary.  It  is  not  usual  to  vest  in 
these  bodies  the  authority  to  issue  execution  to  carry  out  a  decree, 
but  the  equivalent  of  this  power  is  provided  by  authorizing  the 
courts  to  issue  execution  on  any  decree  which  has  become  final  so, 
with  the  full  power  of  the  courts  behind  any  such  decree,  the  lack 
of  this  power  on  the  part  of  an  administrative  body  is  no  essential 
defect  in  the  system. 

As  this  system  of  special  administration  is  recognized  as  a 
necessity  for  the  practical  and  efficient  administration  of  compensa- 
tion laws,  this  chapter,  in  dealing  with  the  adjustment  of  compen- 
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sation  claims  will  assume  that  the  administration  of  the  law  is 
vested  in  some  special  administrative  body,  and  this  body  will  be 
referred  to,  as  a  matter  of  convenience,  as  the  "commission." 

Application  of  the  Compensation  Law 
The  first  question  of  dispute  which  can  be  raised  in  a  state  in 
which  the  compensation  law  is  limited  in  its  application  is  as  to 
whether  or  not  a  particular  occupation  is  within  those  to  which 
the  law  applies.  A  number  of  the  states  have  enacted  laws  which 
apply  only  to  certain  occupations,  those  occupations  being  named 
either  by  classes  or  by  specification  of  particular  occupations,  so 
that  in  those  states  the  common  law  system  of  employer's  liability 
still  exists  as  to  those  occupations  which  do  not  come  within  the 
compensation  law.  The  principle  on  which  this  distinction  in  occu- 
pations is  based  is  that  some  are  essentially  hazardous  in  their 
nature  while  others  are  non-hazardous  and,  as  to  those  which  are 
non-hazardous,  there  is  no  necessity  for  an  abrogation  of  the  com- 
mon law  system.  It  may  happen,  therefore,  that  in  some  cases 
there  is  a  dispute  between  an  employer  and  an  injured  employe  as 
to  the  application  of  the  compensation  law  to  the  occupation  in 
connection  with  which  the  injury  was  sustained  and,  if  this  issue 
is  present,  the  commission  must,  in  the  first  instance,  determine 
whether  or  not  the  law  applies. 

This  issue  as  to  the  application  of  the  law  may  arise  to  a  very 
limited  extent  in  those  states  in  which  the  laws  are  of  general 
application,  for  practically  all  of  the  laws  contain  some  exceptions 
of  occupations  which  do  not  come  within  the  law.  The  exceptions 
which  are  practically  universal  are  those  of  domestic  and  agricul- 
tural service,  but  in  addition  to  these  there  may  be  other  exceptions 
which  have  been  inserted  because  of  local  considerations,  and  if  any 
issue  as  to  the  application  of  one  of  these  laws  arises  it  is  necessary 
for  the  commission  to  make  a  decision  as  to  coverage. 

Meaning  of  Word  "Accident" 
If  no  issue  as  to  the  application  of  the  law  is  present,  the  next 
question  which  may  arise  for  determination  is  that  as  to  whether  or 
not  the  occurrence  which  resulted  in  the  disability  is  an  "accident" 
within  the  meaning  of  the  word  as  used  in  the  compensation  law. 
No  attempt  will  be  made  here  to  frame  any  definition  of  the  word 
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as  it  is  used  in  this  connection.  In  the  great  majority  of  cases  the 
circumstances  of  the  occurrence  are  so  plain  that  there  is  no  doubt 
that  an  "accident"  has  happened  and  is  responsible  for  the  dis- 
ability. But  in  some  cases  disability  may  arise  when  it  is  claimed 
that  an  alleged  accident  is  responsible  for  it,  and  that,  therefore, 
indemnity  should  be  paid  under  the  law,  when  it  seems  that  there 
is  a  reasonable  doubt  as  to  whether  the  disability  can  be  traced  to 
any  "accident"  as  this  word  is  used  and  understood  within  the 
meaning  of  the  compensation  law.  The  most  frequent  instances  of 
cases  of  this  nature  are  those  in  which  it  appears  that  some  a 
is  responsible  for  the  disability,  but  it  is  claimed  that  the  < 
had  its  origin  in  some  alleged  accident.  The  general  rule  in  such 
cases  is  that,  if  the  disease  is  a  result  of  the  accidental  injury,  it 
Bhould  be  regarded  as  a  compensation  case  for  the  disability  caused 
by  the  disease  or  for  death,  if  death  results  from  it,  but  that  if  the 
disease  arose  independent  of  any  such  injury  it  is  not  within  the 
provisions  of  the  compensation  "law.  This  rule  goes  to  the  extent 
of  holding  that  any  disease  which  arises  during  the  disability  caused 
by  accidental  injury  and  which  may  be  directly  traced  to  the  injury 
is  covered  for  compensation.  Any  issue  of  this  nature  is  a  medical 
issue,  but  it  is  essentially  a  question  of  fact  and  so  is  on  the  com- 
mission for  determination. 

A  few  illustrations  will  show  the  nature  of  the  cases  of  this  kind 
which  are  presented  for  decision,  and  some  of  the  decisions  of  the 
Industrial  Accident  Board  of  Massachusetts  will  be  used  as  illus- 
trative. The  Massachusetts  decisions  are  not  cited  in  any  attempt 
to  emphasise  the  excellence  of  the  administration  in  that  state,  but 
because  of  their  availability.  The  references  in  this  paragraph  are 
to  the  Massachusetts  Workmen's  Compensation  Reports.  In 
Twoomey'a  case,  2  Mass.  540,  an  employe  had  been  injured  by  being 
kicked  by  a  horse  and  was  incapacitated  about  a  month.  After 
resuming  his  regular  occupation  he  became  ill  of  an  ulcer  of  the 
stomach  and  died.  His  widow  claimed  compensation,  alleging  that 
this  ulcer  arose  from  an  injury  sustained  in  his  employment.  A 
committee  of  arbitration  held  that  the  medical  evidence  did  not 
substantiate  this  allegation,  and  the  decision  was  accepted  without 
appeal.  In  Lynch's  case,  2  Mass.  591,  an  employe  was  injured  in 
May  and  in  September  died  from  acute  dilatation  of  the  heart 
caused  by  uremic  poisoning.    It  was  held  that  the  widow  was  not 
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entitled  to  compensation,  for  no  causal  connection  was  shown 
between  the  injury  and  the  disease  which  caused  death.  In  Mer- 
ritt's  ease,  2  Mass.  635,  an  employe  had  received  a  severe  strain 
from  which  paralysis  resulted,  and  about  a  year  subsequent  to  the 
injury  contracted  pneumonia  from  which  he  died.  It  appeared  ' 
that  because  of  his  exhausted  vitality  and  reduced  power  of  resist- 
ance he  was  unable  to  resist  the  attack  of  pneumonia,  and  as  his 
weakened  condition  was  due  to  the  disability  caused  by  the  accident 
it  was  held  by  the  committee  of  arbitration  that  his  widow  was 
entitled  to  compensation.  The  finding  of  the  committee  was  ap- 
proved by  the  Industrial  Accident  Board. 

Relation  of  Disease  to  Compensation 
The  court  in  Massachusetts  has  gone  further  than  that  of  any 
other  state  in  extending  the  protection  of  the  compensation  law  to 
diseases  which  may  arise  in  connection  with  employment,  and  this 
attitude  of  the  Massachusetts  court  is  justified  by  a  distinction 
which  it  indicates  between  the  language  used  in  the  Massachusetts 
act  and  that  used  in  the  English  act  and  the  acts  in  many  of  the 
other  states.  The  Massachusetts  act  relates  to  "personal  injury" 
arising  out  of  and  in  the  course  of  employment,  while  the  English 
act  and  the  other  acts  generally  relate  to  "personal  injury  by  acci- 
dent" sustained  under  similar  circumstances.  The  term  "personal 
injury"  used  in  a  broad  sense  may  include  disability  caused  by 
disease  which  may  be  directly  attributed  to  employment  as  well  as 
disability  caused  by  accident,  and  the  logical  conclusion  which  the 
Massachusetts  court  has  drawn  from  the  failure  of  the  legislature 
to  restrict  the  operation  of  the  act  to  personal  injury  by  accident 
is  that  it  was  the  legislative  intention  to  have  the  act  apply  to  sick- 
ness which  might  arise  from  employment  as  well  as  to  the  disability 
which  might  be  caused  by  an  accidental  injury.  This  particular 
phase  of  the  application  of  the  Massachusetts  act  is  discussed  by 
the  Supreme  Judicial  Court  in  Madden's  case,  222  Mass.  487.  In 
that  case  the  claimant,  an  employe  in  a  carpet  mill,  had  strained 
herself  by  pulling  carpets  over  a  table  and  the  strain  accelerated  a 
weakened  condition  of  the  heart  and  caused  incapacity  for  work. 
It  was  held  that  when  there  was  a  direct  causal  connection  between 
the  employment  and  the  disease  an  award  of  compensation  could 
be  made.    The  substantial  question  is  whether  the  diseased  condi- 
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tion  independent  of  any  of  the  hazards  of  employment  was  the 
cause  of  disability,  or  whether  the  employment  was  &  proximate 
contributory  cause;  in  the  former  case  no  award  could  be  made, 
but  in  the  latter  it  ought  to  be  made. 

One  of  the  most  troublesome  questions  which  has  arisen  in 
connection  with  the  administration  of  compensation  claims  is  that 
of  the  treatment  of  claims  for  disability  caused  by  hernia.  This  is 
because  of  the  fact  that  the  best  medical  testimony  is  to  the  effect 
that  hernia  is  the  result  of  a  preexisting  bodily  condition,  and  par- 
takes more  of  the  nature  of  a  disease  than  that  of  an  accident,  and 
from  the  nature  of  the  case  is  never  traumatic  in  its  origin,  but  the 
rupture  which  is  the  consummation  of  the  hernia  usually  follows 
some  strain,  and  when  this  strain  occurs  in  connection  with  employ- 
ment the  natural  effect  is  to  attribute  the  hernia  to  an  occupational 
injury  and  demand  compensation.  The  tendency  on  the  part  of 
the  commissions  is  to  connect  the  hernia  with  the  alleged  accident, 
if  there  is  any  basis  for  such  a  decision,  and  award  compensation. 
Hernia  claims  often  constitute  a  class  by  themselves,  and  they  are 
sometimes  made  the  subject  of  a  special  rule  which  shall  apply  to 
that  class,  such  as  the  allowance  of  a  regular  operation  fee  and  com- 
pensation for  a  definite  period  in  all  hernia  cases.  The  Kentucky 
act,  which  is  the  most  recent  compensation  law  to  become  opera- 
tive, has  made  special  provisions  for  hernia  claims,  when  it  can  be 
shown  that  hernia  results  from  an  injury,  by  specifying  surgical 
benefits  when  an  operation  is  performed  up  to  two  hundred  dollars, 
and  compensation  for  twenty-six  weeks. 

The  consideration  of  the  matter  of  the  coverage  of  disease 
under  compensation  acts  involves  two  phases  of  the  subject,  one  of 
which,  that  of  diseases  which  are  general  in  their  nature  and  are 
not  peculiar  to  any  particular  occupations,  has  just  been  noted. 
The  other  phase  is  that  of  diseases  which  arise  from  particular 
occupations,  usually  from  contact  with  substances  used  in  con- 
nection with  those  occupations,  and  are  termed  "occupational 
diseases."  Under  the  rule  adopted  in  Massachusetts  that  the  term 
"personal  injury"  as  used  in  the  act  is  broad  enough  to  cover 
injury  from  disease  as  well  as  that  caused  by  accident,  the  Supreme 
Judicial  Court  has  held  that  occupational  diseases  are  covered  for 
compensation,  but  the  general  rule  in  the  other  states,  even  where 
the  acts  do  not  particularly  specify  that  they  relate  to  "personal 
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injury  by  accident-,"  is  that  occupational  diseases  do  not  come  in 
the  scope  of  personal  injuries  within  the  meaning  of  the  compensa- 
tion law,  and  compensation  is  denied  for  disability  caused  by  these 
diseases. 

Waiting  Fbbiod 

No  compensation  is  payable  under  any  of  the  acts  unless  the 
disability  extends  beyond  a  certain  period,  the  "waiting  period," 
so  called.  Various  considerations  are  responsible  for  the  insertion 
of  this  provision  in  the  compensation  laws.  One  reason  is  the  at- 
tempt to  discourage  claims  for  minor  injuries  and  to  encourage  the 
injured  to  return  to  work  as  soon  as' possible  in  cases  where  the 
disability  does  not  extend  beyond  the  waiting  period;  another 
reason  is  that  under  compensation  the  injured  must  bear  some 
portion  of  the  financial  loss  caused  by  industrial  accidents,  and  the 
loss  from  disability  during  the  waiting  period  is  a  part  of  the  loss 
which  he  must  stand.  The  waiting  period  has  usually  been  fixed  at 
not  over  two  weeks,  and  some  of  the  laws  have  provided  that  in 
cases  where  the  disability  extends  beyond  a  certain  period,  say  six 
or  eight  weeks,  the  waiting  period  shall  be  eliminated  and  compen- 
sation paid  from  the  beginning  of  the  disability.  The  tendency  is, 
in  connection  with  amendments  to  the  compensation  laws,  to  reduce 
the  length  of  the  waiting  period,  bo  that  in  some  states  where  it  was 
originally  two  weeks  it  is  now  ten  days,  and  it  has  even  been  reduced 
to  one  week. 

Statutory  Medical  Aid 

While  no  compensation  is  payable  as  a  general  rule  during  the 
waiting  period,  the  provision  is  almost  universal  that  during  this 
period,  or  during  a  period  which  may  not  necessarily  correspond 
with  the  waiting  period,  for  it  is  usually  longer  than  this  period, 
the  injured  shall  be  furnished  the  necessary  medical  and  surgical 
attention,  and  all  of  the  incidents  of  that  attention,  such  as  medi- 
cines, hospital  services,  etc.  This  obligation  is  usually  limited  both 
as  to  the  time  within  which  the  medical  or  surgical  aid  shall  be 
rendered  and  as  to  the  amount  of  expense  which  shall  be  incurred 
for  such  attention,  and  the  administration  of  this  provision  of  the 
law  is  one  of  the  first  administrative  difficulties  encountered  after 
it  has  been  determined  that  an  accident  is  within  the  provisions  of 
the  compensation  law. 
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If  the  necessary  treatment  can  be  rendered  within  the  time 
specified  by  the  law  and  at  an  expense  not  exceeding  the  limitation 
of  the  law,  no  complications  arise,  but  if  treatment  is  necessary 
beyond  the  specified  period,  or  if  the  necessary  expense  is  in  excess 
of  the  limitation,  or  if  both  of  these  elements  concur  as  they  fre- 
quently do,  the  case  involves  its  complications.  The  authority  is 
usually  given  to  the  commission  to  regulate  the  charges  for  these 
services,  and  if  the  excess  in  amount  is  the  only  element  the  com- 
mission may,  by  using  this  authority,  bring  the  charges  within  the 
limit.  If  this  is  impractical  the  only  action  that  can  be  taken,  in 
justice  to  all  parties,  is  to  prorate  the  limit  among  all  of  the  creditors, 
paying  each  one  a  proportional  share.  If  the  employer  or  the 
insurance  company  carrying  the  risk  does  not  pay  the  balance  the 
only  way  in  which  payment  can  be  effected  is  by  pressing  a  claim 
against  the  injured,  and  if  he  is  unable  to  pay  the  creditor  loses 
the  balance. 

In  view  of  this  practical  consideration,  the  tendency  is  to 
remove  the  arbitrary  limits  both  as  to  the  time  within  which  this 
treatment  is  to  be  rendered  and  as  to  the  amount  of  expense  for 
such  treatment.  The  requirement  of  the  Connecticut  law  passed 
in  1913  was  that  these  services  be  furnished  for  thirty  days  imme- 
diately following  the  injury  without  any  limitation  as  to  the  amount 
of  the  expense  to  be  incurred;  the  legislature  of  1915  removed  this 
limitation  as  to  time  so  that  the  requirement  is  now  unlimited  both 
as  to  time  and  expense.  The  Massachusetts  law  passed  in  1911 
provided  for  reasonable  medical  and  hospital  service  for  two  weeks 
after  the  injury  without  any  limitation  as  to  expense.  This  period 
was  manifestly  inadequate  and  inequitable  in  serious  cases,  and 
the  law  was  amended  in  1914  so  as  to  allow  the  Industrial  Accident 
Board  in  its  discretion  to  extend  the  time  in  unusual  cases.  In 
commenting  on  this  general  provision  it  may  be  said  that  the  method 
adopted  in  Massachusetts  has  advantages  over  the  Connecticut 
method,  for  it  is  a  practical  necessity  that  strict  supervision  be 
exercised  in  the  administration  of  this  provision  of  the  law,  and  if 
the  commission  has  an  opportunity  to  pass  upon  the  necessity  for 
such  further  treatment  before  it  is  rendered,  and  authorize  it  if  the 
circumstances  seem  to  warrant  such  authorization,  the  power  of 
supervision  is  manifestly  much  more  effective  than  it  can  be  in 
cases  where  physicians  or  surgeons  are  at  liberty  to  render  such 
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services  as  they  think  necessary  subject  to  a  review  of  the  charges 
by  the  commission  after  the  services  have  been  rendered. 

The  Medical  Element  in  Compensation 
The  importance  of  the  medical  element  in  compensation  ad- 
ministration cannot  be  overestimated.  One  phase  of  this  element, 
that  of  medical  and  surgical  attention  following  an  injury,  has  just 
been  mentioned.  It  is  the  purpose  of  this  provision  in  the  laws  to 
minimise  the  effects  of  an  injury  as  much  as  possible  and  to  facili- 
tate recovery  in  all  cases  where  recovery  is  possible.  The  power 
given  to  the  commission  to  regulate  the  charges  of  physicans  and 
surgeons  for  these  services  is  regarded  as  essential  for,  inasmuch  as 
the  compensation  system  imposes  extra  financial  burdens  on  the 
employer,  it  is  one  of  the  objects  of  that  system  to  reduce  all  com- 
pensation expenses  to  a  minimum.  The  attempt  is  made,  therefore/ 
to  keep  the  charges  for  medical  or  surgical  attention  within  the 
scale  which  would  be  applied  if  the  injured,  instead  of  the  employer 
or  an  insurance  company,  were  paying  them,  and  this  is  why  the 
authority  to  regulate  these  charges  is  vested  in  the  commission. 
It  is  sometimes  specified  in  the  law  that  the  charges  shall  be  the 
same  as  they  would  be  if  the  injured  were  paying  them  himself,  but 
if  there  is  no  such  provision  it  is  assumed  that  the  commission  will 
keep  the  charges  within  this  limit. 

Another  important  phase  of  the  medical  element  in  compensa- 
tion is  that  of  the  assistance  which  it  is  necessary  for  the  commis- 
sion to  have  from  the  medical  profession.  In  decisions  as  to  whether 
or  not  disability  has  terminated,  decisions  as  to  the  length  of  dis- 
ability, and,  in  short,  in  ail  cases  where  the  question  in  dispute  is 
essentially  a  medical  question,  it  is  necessary  that  the  commission 
have  the  best  medical  testimony  available  for  its  assistance.  All 
questions  of  this  nature  are  questions  of  fact  and  the  decision  of  the 
commission  is  final.  In  order  that  the  commission  may  have  the 
necessary  power  to  enforce  its  authority  over  disputed  questions 
as  to  the  length  of  disability,  and  other  medical  questions,  the  dif- 
ferent laws  provide  that  the  injured  shall  from  time  to  time  submit 
himself  for  examination  by  an  impartial  physician,  as  directed  by 
the  commission,  and  the  report  of  the  physician  is  the  basis  upon 
which  the  commission  must,  as  a  practical  proposition,  rely  in 
making  its  decision.    If  the  injured  refuses  or  obstructs  such  an 
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examination  his  compensation  may  be  suspended  until  he  submits 
to  the  examination.  The  impartial  physician  is,  therefore,  a  very 
important  factor  in  the  proper  administration  of  the  compensation 
laws  for,  when  the  opinion  of  the  physician  representing  the  injured 
differs  from  that  of  the  physician  who  represents  the  employer,  the 
opinion  of  a  physician  who  represents  neither  party  in  interest  must 
necessarily  possess  great  weight. 

Disability  Payments 

The  disability  for  which  compensation  is  payable  in  non-fatal 
cases  is  of  two  kinds,  total  and  partial,  and  each  kind  in  turn  con- 
sists of  two  elements.  Total  disability  may  be  either  permanent 
or  temporary,  and  the  same  is  true  of  partial  disability.  In  cases 
"of  total  disability  the  compensation  is  proportioned  to  the  average 
weekly  wages  of  the  injured,  ranging  from  one-half  to  two-thirds  in 
the  different  states  and  usually  subject  to  a  maximum  and  a  mini- 
mum, during  total  disability,  and  subject  also  to  any  limitations  as 
to  time  and  amount  that  may  be  specified  in  the  law.  This  total 
disability  may  be  either  permanent  or  temporary,  and  if  it  is  tem- 
porary the  payments  for  total  disability  cease  when  the  total  dis- 
ability ceases.  The  laws  frequently  specify  some  particularly  serious 
injuries  which  shall  constitute  total  permanent  disability,  and  unless 
the  injury  comes  within  one  of  the  specifications  the  question  as  to 
whether  or  not  the  disability  is  total  and  permanent  is  one  for  the 
commission  to  determine,  aided  by  the  necessary  medical  testimony. 

The  payments  for  partial  disability  are  based  upon  the  loss  in 
earning  power  occasioned  by  the  injury,  the  proportion  ranging  the 
same  as  that  for  total  disability.  For  instance,  a  workman  earning 
fifteen  dollars  a  week  is  injured  and  after  recovery  he  is  obliged  to 
go  back  to  work  for  ten  dollars  a  week  because  of  some  disability 
caused  by  bis  injury.  His  compensation  for  this  disability  would 
be  the  proportion  of  this  loss  in  earning  power  of  five  dollars  a  week 
specified  by  the  law  during  the  continuance  of  the  partial  disability, 
subject  to  any  limits  as  to  time  and  amount  fixed  in  the  law.  It  is 
frequently  specified  in  the  laws  that  certain  injuries  which  may 
involve  permanent  partial  disability  shall  be  compensated  by 
making  the  payments  allowed  for  total  disability  for  a  certain 
time,  these  payments  to  be  in  lieu  of  all  other  compensation.  This 
provision  refers  to  certain  dismemberments  which  do  not  neeesaa- 
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rily  cause  permanent  total  disability  for  all  employments,  even 
though  they  may  destroy  the  ability  of  the  injured  for  further  work 
at  the  employment  in  which  he  was  working  at  the  time  of  the 
injury.  The  determination  of  the  allowance  which  shall  be  made 
in  cases  of  partial  disability  rests  with  the  commission  in  event  of 
disagreement  between  employer  and  employe,  and  any  agreement 
made  by  the  parties  as  to  payments  in  these  cases  must,  as  a  general 
rule,  have  the  approval  of  the  commission  before  it  can  become 
effective. 

Payments  in  Fatal  Cases 

The  payments  in  cases  where  death  results  from  the  injury 
depend  on  whether  or  not  any  dependents  survive,  and  in  the  event 
of  surviving  dependents  the  payments  depend  further  upon  the 
nature  of  the  dependency.  In  cases  where  there  are  no  dependents, 
the  payment  is  usually  limited  to  the  expenses  of  the  last  sickness 
and  funeral  expenses,  subject  to  a  specified  limit.  In  case  of  total 
dependents  surviving,  the  payments  usually  correspond  to  what 
would  have  been  paid  to  the  injured  during  his  total  disability  had 
he  survived.  In  cases  of  partial  dependency,  the  payments  are  a 
proportional  part  of  those  for  total  dependency,  the  amount  being 
determined  by  the  degree  of  the  dependency.  The  laws  usually 
specify  certain  relationships  which  when  shown  constitute  total 
dependency;  in  all  other  cases  where  dependency  is  alleged,  either 
total  or  partial,  the  question  is  one  of  fact  for  determination  by  the 
commission. 

In  dealing  with  fatal  cases,  therefore,  it  will  be  seen  that  the 
compensation  principle  departs  from  the  common  law  principle, 
or,  speaking  with  greater  accuracy,  from  the  principle  established 
by  the  statutes  giving  a  right  of  action  for  death  by  wrongful  act, 
which  by  usage  came  to  be  regarded  as  a  part  of  the  common  law 
system.  The  statutes  generally  allowed  that  action  to  the  personal 
representatives  of  the  deceased  in  cases  where  no  dependents  sur- 
vived, but  the  compensation  system  recognises  only  the  right  of 
dependents  so,  if  no  dependents  survive,  nothing  is  recoverable 
under  the  compensation  law.  This  right  may  in  turn  be  lost  if 
for  any  reason  dependency  ceases,  as  may  happen  in  case  of  the 
remarriage  of  a  widow,  or  the  period  of  dependency  may  be  ter- 
minated by  law,  as  in  case  of  a  minor  reaching  a  certain  age  at  which 
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the  law  presumes  that  he  can  support  himself,  unless  in  fact  further 
dependency  is  shown.  The  right  to  receive  compensation  is  per- 
sonal to  the  dependent  and  is  in  no  sense  a  vested  interest,  so  the 
dependent  has  nothing  which  he  can  pass  on  or  which  his  personal 
representatives  are  entitled  to  receive  in  event  of  his  death. 

Conservation  of  Compensation  Payments 
It  is  the  object  of  the  compensation  system  that  the  payments 
to  the  injured,  or  to  the  dependents  in  fatal  cases,  shall  be  made  in 
substantially  the  same  manner  as  wage  payments,  at  regular  inter- 
vals and  in  regular  amounts.  The  party  who  makes  the  payments, 
therefore,  either  the  employer  or  his  insurer,  is  required  to  see  that 
the  payments  are  made  as  specified  by  law  or  by  the  commission, 
and  that  they  reach  the  person  or  persons  for  whom  they  are  in- 
tended. In  order  that  the  beneficiaries  may  have  the  full  benefit 
of  the  payments  it  is  usually  provided  in  the  statutes  that  any 
assignment  of  the  right  to  compensation  shall  be  invalid,  and  also 
that  any  payments  that  may  be  due  shall  be  exempt  from  attach- 
ment while  in  the  possession  of  the*  employer  or  of  the  insurance 
company. 

It  is  intended  to  keep  the  procedure  to  determine  and  enforce 
the  right  to  compensation  as  simple  and  informal  as  possible,  and 
in  view  of  this  simplicity  in  procedure  there  is  nothing  to  prevent 
a  claimant  from  acting  as  his  own  attorney  in  compensation  pro- 
ceedings, particularly  in  those  before  the  commission;  if  an  appeal 
is  taken  to  the  courts  it  may  be  necessary  for  the  claimant  to  be 
represented  by  an  attorney.  The  aim  is,  however,  to  keep  all 
litigation  down  to  a  minimum,  and  to  keep  the  expenses  of  any 
litigation  that  is  necessary  as  low  as  possible.  As  the  authority  to 
regulate  the  fees  of  physicians  is  given  to  the  commission,  in  the 
interest  of  the  employer,  so  in  the  interest  of  the  employe  the 
authority  to  regulate  the  fees  of  any  attorney  that  may  appear  for 
the  claimant  is  usually  given  to  the  commission. 

It  was  one  of  the  practical  defects  of  the  common  law  system 
that,  when  liability  was  recognized  and  a  settlement  was  made,  or 
when  for  any  reason  a  settlement  was  made  without  suit,  or  when 
a  judgment  was  collected  after  recovery  by  suit,  the  amount  which 
the  injured  received  was  paid  to  him  in  one  sum.  The  effect  of 
this  practice  was  that  the  money  received  was  frequently  dissipated, 


,y  Google 


294  The  Annals  or  the  American  Academy 

and  the  injured  was  then  no  better  off  than  he  had  been  before  the 
recovery  of  his  damages.  The  provisions  of  the  compensation  laws 
regarding  the  frequent  and  regular  payment  of  indemnity  were 
adopted  in  order  to  overcome  this  defect  in  the  operation  of  the 
common  law  system,  and  this  practice  in  compensation  administra- 
tion negatives  the  idea  that  the  benefits  should  be  paid  to  the 
injured  in  a  single  amount,  or  in  several  amounts  each  one  of  which 
would  be  much  larger  than  the  small  periodical  payments.  The 
law,  however,  recognizes  the  fact  that  in  some  cases  there  are  reasons 
why  a  lump  sum  settlement  to  be  paid  in  one  amount,  or  a  settle- 
ment which  shall  be  made  in  several  larger  amounts  rather  than  in 
numerous  smaller  amounts,  may  be  advisable,  and  in  recognition 
of  this  fact  the  different  laws  have  provided  for  commutation  of 
the  future  payments  under  certain  circumstances.  In  practice  this 
provision  of  the  law  is  very  closely  guarded  by  the  administrative 
authorities,  for  if  such  settlements  were  generally  allowed  that 
practice  might  almost  nullify  one  of  the  fundamental  principles  of 
the  compensation  system,  that  of  the  conservation  of  compensation 
payments.  As  a  general  rule  a  petition  for  the  commutation  of  the 
future  payments  into  one  amount  or  into  several  amounts  may 
be  made  to  the  commission  by  either  the  employer  or  the  employe, 
but  such  a  petition  will  not  be  granted  unless  reasonable  grounds 
are  shown  for  its  advisability.  The  basis  on  which  a  commutation 
is  usually  made  is  that  of  the  present  value  of  the  future  payments 
at  the  time  of  the  commutation,  discounted  at  a  given  rate  of 
interest.  In  cases  where  the  length  of  disability  is  practically 
certain  the  commutation  is  a  simple  matter;  in  cases  where  the 
length  and  nature  of  the  disability  is  uncertain  the  commutation 
must  be  made  on  the  basis  of  an  estimate. 

Insurance  of  the  Compensation  Obligation 
The  important  element  of  the  compensation  system  as  far  as 
the  interest  of  an  injured  workman  in  it  is  concerned  is  that  he  shall 
have  his  right  to  compensation  determined  with  as  little  delay  as 
possible,  and  then  when  the  right  to  compensation  has  been  estab- 
lished that  he  shall  receive  the  payments  as  provided  by  the  law. 
Inasmuch  as  the  insurance  of  the  obligation  is  an  essential  factor  in 
affording  security  for  the  payment  of  compensation,  the  insurance 
adjuster,  as  a  representative  of  the  insurer,  assumes  a  position  of 
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much  importance  in  the  performance  of  this  function  of  the  system. 
When  an  accident  has  been  reported  to  the  insurer  by  a  compensa- 
tion policyholder  it  is  the  adjuster  who  makes  the  investigation  in 
order  to  determine  whether  or  not  the  accident  is  covered  under 
the  compensation  law.  The  report  of  the  adjuster  and  the  informa- 
tion furnished  by  him  is  the  basis  for  any  ruling  that  the  insurance 
company  may  be  obliged  to  make  as  to  the  coverage  of  the  accident. 
If  there  is  no  question  as  to  coverage  and  the  disability  lasts  beyond 
the  waiting  period  it  is  the  adjuster,  as  the  representative  of  the 
insurer,  who  sees  that  the  injured  gets  his  compensation  according 
to  the  law.  Any  medical  questions  that  may  present  themselves 
are  discussed  with  the  physicians  by  the  adjuster,  and  the  adjuster 
frequently  represents  the  insurer  in  any  negotiations  with  the 
administrative  authorities  that  may  be  necessary.  In  those  nego- 
tiations with  the  authorities  which  are  merely  formal  the  adjuster 
may  also  represent  the  injured,  and  assist  him  in  any  matters  in 
which  there  is  no  conflict  of  interest  between  the  claimant  and  the 
insurer.  It  will  be  seen,  therefore,  that  the  position  of  the  insurance 
adjuster  is  a  vital  one  in  the  compensation  system. 

The  protection  by  insurance  of  the  employer  against  the  lia- 
bility imposed  by  the  common  law  was  extensively  practiced  prior 
to  the  adoption  of  the  compensation  system,  and  it  may  be  supposed 
that  the  insurance  of  the  compensation  obligation  is  but  a  natural 
and  logical  extension  of  this  practice  of  carrying  insurance  to  protect 
against  the  common  law  obligation,  but  the  difference  in  the  basts 
on  which  the  insurance  of  each  obligation  rests  is  radical.  The 
policy  which  was  issued  to  the  employer  to  protect  him  against  his 
common  law  liability  was  for  the  protection  of  the  employer  rather 
than  for  the  security  of  the  employe,  and  it  was  an  agreement 
between  the  employer  and  the  insurer,  limited  in  its  extent,  in  which 
the  employe  had  no  legal  interest.  The  policy  covering  the  com- 
pensation obligation,  on  the  contrary,  is  issued  for  the  benefit  of 
the  employe,  is  unlimited  in  its  extent  so  that  it  must  provide  for 
the  assumption  of  the  whole  compensation  obligation,  and  the 
employe  can  enforce  the  obligation  directly  against  the  insurer. 

This  difference  in  basic  principles  will  account  for  the  difference 
in  the  attitude  of  an  insurance  company  in  adjusting  a  claim  under 
an  employer's  liability  policy  and  one  under  a  compensation  policy. 
The  liability  companies  have  been  subject  to  much  undeserved 
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criticism  for  their  alleged  practices  in  adjusting  liability  claims,  but 
a  considerable  proportion  of  this  criticism  has  been  due  to  a  mis- 
understanding of  the  function  of  liability  insurance,  for  it  was 
assumed  as  a  basis  for  the  criticism  that  the  liability  policy  was 
carried  for  the  benefit  of  injured  employes,  and  that  an  insurance 
company  was  attempting  to  evade  its  obligations  when  it  failed 
to  make  immediate  settlements.  The  answer  to  this  criticism  is 
that  the  insurer  under  a  liability  policy  accepts  only  the  common 
law  liability  of  the  employer,  and  has  the  same  right  to  deny  lia- 
bility and  contest  a  claim  that  the  employer  himself  has  and,  in 
addition  to  this,  the  element  of  the  measure  of  damages  is  so  in- 
definite that  it  is  often  exceedingly  difficult  for  an  injured  employe 
and  an  employer  or  his  insurer  to  agree  upon  any  reasonable  amount 
in  cases  where  liability  exists,  for  the  demand  of  the  injured  in  such 
cases  is  usually  far  in  excess  of  what  an  employer  or  an  insurance 
company  would  pay  without  a  contest,  so  the  only  alternative  is 
to  leave  the  matter  to  the  courts  for  determination.  The  attitude 
of  an  insurer  under  a  compensation  policy  is  that  the  claims  which 
may  come  under  the  law  will  be  paid  with  all  reasonable  expedition 
in  order  that  the  purpose  of  the  law  may  be  carried  out,  and  that 
claims  for  compensation  will  not  be  contested  unless  there  is  some 
reasonable  basis,  either  in  law  or  in  fact,  for  contest.  This  is  the 
spirit  of  compensation  administration  generally,  and  it  is  much  to 
the  credit  of  all  administrative  authorities  in  the  United  States, 
both  the  courts  and  the  special  administrative  bodies,  that,  as  far 
as  the  indemnity  payments  are  concerned,  the  laws  have  been 
administered  with  an  honest  intent  to  execute  their  purpose,  and 
in  a  spirit  of  fairness  to  all  who  are  interested  in  their  administration. 
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THE  PUBLIC  SUPERVISION  OF  WORKMEN'S  COMPENSA- 
TION INSURANCE1 

Bt  E.  H.  Downey, 
Special  Deputy,  Pennsylvania  Insurance  Department. 

The  essentially  social  character  of  workmen's  compensation 
insurance  is,  happily,  no  longer  open  to  debate.  Experience  has 
shown,  and  informed  opinion  has  everywhere  recognized,  that 
efficient  insurance  is  indispensable  to  the  public  purposes  for  which 
workmen's  compensation  laws  are  enacted.  Work  accident  in- 
surance is  thus  affected  with  a  public  interest  paramount  to  every 
private  consideration,  and  the  right  and  duty  of  the  state  to  con- 
serve that  interest,  either  through  direct  governmental  agency  or 
through  public  supervision  of  private  insurers,  will  scarcely  be 
denied  even  by  the  extremest-  advocates  of  private  enterprise. 
Therefore,  as  respects  those  jurisdictions  which  allow  commercial 
insurance  to  exploit  this  field,  it  becomes  important  to  define  the 
aims,  the  instrumentalities  and  the  limitations  of  public  supervi- 
sion. 

The  objects  aimed  at  in  public  supervision  should  evidently  be 
coincident  with  the  public  interests  which  supervision  is  designed  to 
conserve.  These  interests  comprise  the  prompt  and  full  payment 
of  accruing  compensation  benefits,  security  of  deferred  payments, 
equitable  rates  as  among  insurants,  encouragement  of  accident 
prevention  and  the  furnishing  of  insurance  at  reasonable  cost.1 
These  objects  are  sought  to  be  attained  through  the  supervision  of 
claim  settlement,  the  licensing  of  insurance  carriers,  supervision  of 
reserves  and  rate  regulation.  The  first  of  these  administrative 
divisions  falls  without  the  scope  of  the  present  inquiry;  it  is  not 
specifically  a  problem  of  insurance,  but  belongs  to  the  general  sub- 

1  Hub  paper  overlaps  to  a  considerable  extent  an  article  on  the  "Organisa- 
tion  of  Workmen's  Compensation  Insurance"  in  The  Journal  of  Political  Economy 
for  December,  191ft,  which  article  had  already  gone  to  press  when  the  request  for 
the  present  paper  was  received. 

1  For  a  fuller  statement  of  the  social  ends  of  workmen's  compensation  in- 
surance see  an  article  by  the  present  writer  in  The  Journal  of  Political  Economy, 
Dec.,  101ft. 
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ject  of  workmen's  compensation  administration.    The  remaining 
topics  will  be  dealt  with  in  the  order  named. 

The  Licensing  or  Compensation  Insurers 
Compensation  insurance,  in  most  states,  is  restricted  to  author- 
ized insurers — a  restriction  which  is  practically  enforced  by  penaliz- 
ing the  employer  for  failure  to  obtain  authorized  insurance.1  The 
objects  of  such  authorization  are  two:  to  exclude  unsound  or  irre- 
sponsible insurers  and  to  bring  every  carrier  of  compensation  in- 
surance within  the  jurisdiction  of  the  particular  state  concerned. 
The  latter  purpose  is  effected  by  designating  the  insurance  com- 
missioner as  the  insurer's  attorney  for  the  service  of  legal  processes 
and  by  empowering  him  to  revoke  the  license  of  any  insurer  which 
fails  to  comply  with  statutory  requirements.  Licensing  is  thus  the 
beginning  of  supervision,  for  insurance  is  a  business  which  may  be 
carried  on  by  mail  without  resident  agents  to  punish  or  local  property 
to  seize  so  that,  if  unlicensed  carriers  were  permitted  to  operate, 
there  would  be  no  practical  method  either  of  enforcing  their  solvency 
or  of  regulating  their  practices.  But,  while  the  states  have  taken 
good  care  to  assert  their  jurisdiction  over  insurance  carriers,  the 
laws  governing  the  admission  of  insurers  are  altogether  too  lax  to 
secure  financial  responsibility.  Stock  companies,  indeed,  are  re- 
quired to  possess  a  certain  modicum  of  unimpaired  capital,  but  this 
resource  heed  not  bear  any  stated  relation  to  the  amount  of  insur- 
ance in  force,  nor  is  any  part  of  it  set  aside  for  compensation,  as 
distinguished  from  other,  liabilities.  Similarly,  mutuals  and  inter- 
insurers  must  have  the  power  to  assess  insurants,  which  takes  the 
place  of  capital  stock.  Given  a  sufficient  spread  of  risk,  this  assess- 
ment power  is  evidently  an  excellent  security — few  stock  companies 
can  show  combined  capital  and  surplus  equal  to  one  annual  pre- 
mium. Unfortunately,  however,  most  states  permit  the  organisa- 
tion of  mutual  or  reciprocal  insurers  upon  an  utterly  insufficient 
basis.  Wisconsin  requires  the  coverage  merely  of  1,500  employes, 
New  York  of  3,000,  and  Pennsylvania  of  5,000.  The  annual  pre- 
mium upon  5,000  employes  in  a  low  rated  industry  may  not  equal 
a  single  death  benefit.    The  fruit  of  such  legislative  folly  is  seen  in 

■  Self-insurance,  bo  called,  will  come  within  this  category  in  those  states  which 
permit  an  employer  to  carry  hia  own  risk  upon  obtaining  proper  administrative 
authorization. 
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the  closing  out  of  three  compensation  mutuals  and  the  more  or  less 
compulsory  retirement  of  eight  stock  companies  within  the  present 
year. 

The  weakness  of  the  present  licensing  laws  is  apparently  trace- 
able to  the  American  fetich  of  free  competition.  It  is  felt  that 
stringent  requirements  for  the  admission  of  insurers  would  hinder 
the  development  of  new  companies  and  give  an  unfair  advantage  to 
stronger  competitors.  But  this  is  to  overlook  the  fundamental  re- 
quirements of  the  case.  Compensation  exists  for  the  protection  of 
injured  workmen  and  their  dependents.  The  public  interest  in 
furnishing  this  protection — an  interest  expressly  avowed  in  the  legal 
obligation  to  insure — ought  not  to  be  prostituted  to  the  profits  of 
insurance  promoters  or  even  to  the  employer's  right  to  purchase 
insurance  where  he  pleases.  Wherever,  therefore,  a  private  in- 
surer, whether  stock  or  mutual,  is  permitted  to  assume  this  public 
function,  it  should  be  required  to  possess  a  substantial  volume  of 
assets  over  and  above  incurred  liabilities.  A  net  surplus,  not  less 
in  any  case  than  five  maximum  death  benefits  nor  less  than  50  per 
cent  of  one  year's  premiums,  and  devoted  irrevocably  to  compensa- 
tion obligations,  would  seem  to  be  the  minimum  requirement  con- 
sistent with  security. 

Reserve  Requirements 

The  compensation  liabilities  of  an  insurance  carrier  fall  into 
three  readily  distinguishable  categories:  deferred  payments  on 
account  of  accidents  which  have  already  occurred,  payments  to  be 
incurred  by  reason  of  ordinary  accidents  during  the  unexpired 
portion  of  existing  insurance  contracts,  and  payments  on  account 
of  a  possible  catastrophe.  The  assets  held  against  these  several 
liabilities,  present  or  prospective,  are  commonly  known,  respectively, 
as  claim-loss,  unearned-premium,  and  catastrophe  reserves.  Fail- 
ure to  keep  in  mind  the  very  different  requirements  of  these  dis- 
tinct types  of  reserves  is  responsible  for  not  a  few  of  the  shortcom- 
ings in  current  insurance  law  and  practice. 

The  importance  of  claim  reserves  is  directly  proportionate 
to  the  adequacy  of  compensation  benefits.  Any  reasonably  suffi- 
cient indemnity  for  work  accidents  must  comprise  life  pensions  to 
workmen  who  are  permanently  disabled  and  pensions  for  the  whole 
period  of  dependency  to  the  widows  and  orphans  of  those  who  are 
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killed  in  the  course  of  employment.  Since  these  pensions,  in  the 
aggregate,  will  greatly  exceed  the  cost  of  temporary  disabilities  and 
of  medical  relief,  much  the  greater  part  of  the  benefits  incurred  in 
any  given  year,  under  an  adequate  compensation  law,  will  take  the 
form  of  deferred  payments.  Even  under  the  limited  benefit  pro- 
visions of  most  American  acta,  there  are  numerous  liabilities  run- 
ning for  long  terms  of  years  and  thousands  of  families  whose  standard 
of  life  depends  upon  the  security  of  future  compensation  payments. 
To  an  insurance  monopoly,  these  deferred  obligations  need  occasion 
no  concern,  for  it  is  always  in  the  power  of  a  monopolistic  insurer 
to  meet  current  payments  out  of  current  assessments.4  But  the 
case  is  quite  otherwise  when  the  law  permits  free  choice  among  com- 
peting insurers.  The  accrued  cost  plan  of  premium  assessment  is 
as  inapplicable  to  competitive  compensation  insurance  as  to  com- 
petitive life  insurance,  and  for  a  somewhat  similar  reason.  Cur- 
rent payments  on  account  of  accidents  occurring  in  a  given  year 
are  but  a  fraction  of  the  ultimate  liability;  assessments,  conse- 
quently, are  low  at  the  outset  and  only  gradually  approach  then- 
limit  of  full-reserve  or  incurred-cost  premiums.  Hence  a  new  as- 
sessment insurer  can  always  deplete  the  membership  of  an  older 
rival  which  has  already  attained  a  high  level  of  accrued  payments. 
In  compensation  insurance,  therefore,  just  as  in  life  insurance,  there 
can  be  no  security  for  the  deferred  obligations  of  a  competitive  in- 
surer save  by  means  of  adequate  reserves.  Under  competitive 
conditions,  accordingly,  the  maintenance  of  adequate  reserves 
becomes  the  first  duty  of  supervising  authorities. 

It  must  be  owned  that  this  elementary  task  of  public  supervi- 
sion falls  much  short  of  fulfillment  in  the  United  States.  The 
existing  reserve  law,  designed  originally  for  liability  insurance, 
is  notoriously  inadequate  for  the  conditions  created  by  workmen's 
compensation.  Its  fundamental  defect  is  the  basing  of  reserves 
upon  affixed  percentage  of  premium  income — to  wit,  54  per  cent  of 
earned  premiums,  less  losses  and  loss  expenses  paid.    By  this 

*  The  Weet  Virginia  State  Fund,  e.g.,  is  technically  insolvent  in  that  its  assets 
in  hand  do  not  equal  its  outstanding  liabilities.  This  fact,  however,  does  not  at 
all  jeopardize  the  payment  of  claims.  Payment  has  never  been  suspended  and 
the  deficit  accumulated  from  the  period  of  inadequate  rates  is  being  gradually 
extinguished  by  current  assessments. 

The  statement  in  the  text  would,  of  course,  not  hold  unless  the  monopoly 
it  power  and  oovers  a  substantial  volume  of  industry. 
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maladroit  device,  either  inadequate  rates  or  abnormal  losses  will 
infallibly  produce  insufficient  reserves.  Moreover,  it  is  just  the 
small  and  weak  companies,  most  in  need  of  stringent  reserve  require- 
ments, that  are  most  exposed  to  both  these  contingencies.  Weak 
companies  notoriously  are  addicted  to  rate  cutting,  some  of  them 
operating  at  the  present  moment  upon  rates  which  are  below  pure 
premiums,  at  the  same  time  that  their  expense  ratio  is  much  above 
the  average  for  well-managed  companies.  Small  companies,  also, 
because  of  their  limited  risk  distribution,  are  peculiarly  liable  to 
wide  fluctuations  of  loss  experience,  while  their  very  weakness 
drives  them  to  an  adverse  selection  of  business.  Inadequate  re- 
serves, accordingly,  characterise  weak  companies  under  the  present 
law — and  the  worse  their  experience,  the  smaller  their  reserves,  not 
only  relatively  but  absolutely.  Given  a  loss  ratio  of  100  per  cent — 
a  ratio  by  no  means  unheard  of  in  actual  experience — loss  and  loss 
expense  payments  will  easily  absorb  the  full  legal  reserve,  leaving  a 
large  balance  of  uncovered  liabilities.  To  make  a  bad  matter  worse, 
the  stipulated  reserve  is  insufficient  even  for  a  normal  experience 
with  adequate  rates.  The  present  rates  of  leading  companies  are 
calculated  upon  an  average  loss  ratio  of  60  per  cent,  with  an  ex- 
pense loading  which  includes  7  per  cent  of  premium  for  claim  ad j  ust- 
ment.*  The  reserve  law  assumes,  in  other  words,  that  64  cents  of 
assets  will  discharge  67  cents  of  indebtedness.  Lastly,  there  is  no 
segregation  of  compensation  from  totally  unrelated  liabilities,  so 
that  the  security  of  compensation  benefits  is  bound  up  with  the 
general  solvency  of  miscellaneous  insurance  carriers. 

The  shortcomings  of  the  present  reserve  law  have  long  been 
recognised.  The  proper  remedies  have  been  a  subject  of  much 
discussion  by  companies  and  supervising  authorities  which  has  at 
length  eventuated  in  a  bill  brought  forward  by  the  appropriate 
committee  of  the  National  Convention  of  Insurance  Commissioners. 
This  bill  provides,  in  substance,  that  the  reserves  upon  compensa- 
tion policies  issued  more  than  three  years  prior  to  the  date  of  valua- 
tion shall  be  the  present  value  of  future  payments,  and  the  reserves 
upon  policies  of  later  years  of  issue  shall  be  65  per  cent  of  earned 
premium,  less  losses  and  loss  expenses  paid,  subject,  however,  to  the 
further  requirement  that  the  reserves  on  policies  issued  more  than 

■See  Proemdutft  of  fte  Joint  Confer/met  on  Workman'*  Computation  In- 
tubates Bali,  1915  (Hew  York  Inamnee  Department),  p.  24. 
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two  years  before  the  date  of  valuation  shall  be  at  least  equal  to  the 
present  value  of  future  payments.  The  merits  of  the  bill  are  that  it 
increases  the  percentage  basis  of  reserve  and  that  it  provides  for  an 
actual  valuation  of  claims  under  all  but  the  last  two  years  of  ac- 
count. Its  weaknesses  are  that  it  prescribes  no  method  of  indi- 
vidual claim  valuation,  that  its  required  percentage  of  earned 
premium  is  insufficient  to  cover  losses  and  loss  expenses  under 
present  rates  with  average  losses,  that  it  allows  three  years  to  elapse 
before  even  this  level  will  be  attained,  that  it  makes  no  provision 
(except  a  doubtful  administrative  discretion)  for  cut  rate  companies 
or  companies  with  worse  than  average  experience,  that  it  permits 
the  deduction  of  adjustment  expense  from  compensation  reserves, 
and  that  it  fails  to  separate  compensation  from  general  liability 
obligations.  Inasmuch  as  this  bill  is  likely  to  be  enacted  in  all 
compensation  states  and  to  afford  the  standard  of  compensation 
reserves  for  many  years  to  come,  it  seems  worth  while  to  develop 
these  criticisms  at  some  length. 

(1)  There  is  at  present  no  recognized  standard  for  the  valua- 
tion of  compensation  claims.  Death  benefits,  indeed,  when  once 
the  dependents  are  known,  as  also  certain  enumerated  permanent 
disability  benefits,  are  of  determinate  amount.  Reserves  for  such 
claims  can  be  set  up  on  the  basis  of  known  future  payments,  fixed 
by  statute  or  by  an  award  of  the  compensation  board.  Other  in- 
juries, however,  are  of  slow  development,  insomuch  that  their  ulti- 
mate result  cannot  be  known  until  the  lapse  of  months,  or  even 
years  from  the  date  of  accident.  Reserves  for  this  class  of  claims 
are  set  up  on  the  basis  of  the  claim  adjuster's  personal  judgment 
as  to  the  probable  future  development  of  each  case.  The  result, 
too  often,  is  a  systematic  undervaluation.  Claim  adjusters  are  apt 
to  be  optimistic  by  reason  of  their  occupation — they  earn  their 
salaries  by  minimizing  claim  cost.  The  method,  moreover,  pro- 
duces wide  variations  between  different  insurers  in  the  valuation 
of  similar  claims,  and  it  makes  the  work  of  an  insurance  department 
examiner  extremely  difficult,  since,  in  case  of  dispute,  he  can  oppose 
only  his  own  judgment  to  the  judgment  of  the  insurer. 

(2)  It  needs  no  argument  to  show  that  65  per  cent  of  earned 
premiums  is  not  equal  to  67  per  cent.  But  this  is  only  a  part  of  the 
difficulty.  With  respect  to  policies  of  the  last  year's  issue,  the 
reserve  is  based,  not  upon  actual  earned  premiums,  but  upon  one- 
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half  of  the  deposit  premiums,  which,  upon  the  average,  will  amount 
to  scarce  80  per  cent  of  the  final  audited  premiums.  More  con- 
cretely, the  losses  and  loss  expenses  incurred  as  of  December  31 
upon  policies  of  the  current  year's  issue  should  be,  upon  the  average, 
33.5  per  cent  (67  x  .50)  of  the  final  audited  premiums,  wheras  the 
legal  reserve  is  but  26  per  cent  (40  x  .65).  Further,  since  adjust- 
ment costs  already  paid  are  subtracted  from  reserves,  abnormal 
adjustment  costs  operate,  by  so  much,  to  impair  the  sufficiency 
of  claim  reserves.  A  company  which  maintains  an  adjustment 
cost  of  10  per  cent — a  figure  considerably  exceeded  by  more  than 
one  compensation  insurance  carrier* — would  have  net  claim  re- 
serves of  22  per  cent  of  final  premiums  upon  the  current  year's 
business,  and  of  55  per  cent  upon  the  business  of  earlier  years — a 
total  deficit  equal  to  18  per  cent  of  one  annual  premium  in  the 
course  of  three  years. 

Thus  far  the  discussion  has  assumed  a  broad  distribution  of 
business  throughout  the  country,  such  as  would  justify  the  pre- 
sumed average  loss  ratio  of  60  per  cent.  But  not  a  few  carriers  are 
confined  to  particular  states  and  in  several  of  these  states  the  rates 
are  predicated  upon  a  loss  ratio  higher  than  the  average  for  the 
whole  country — namely,  65  per  cent  in  New  York  and  62}  per  cent 
in  Massachusetts,  Wisconsin  and  California.  That  65  per  cent  of 
earned  premiums  will  not  pay  the  losses  and  loss  expenses  of  carriers 
limited  to  these  states  is  beyond  the  pale  of  argument.  Neither  can 
it  be  assumed  that  the  business  of  any  carrier  is  distributed  among 
the  several  compensation  states  in  the  same  proportions  as  the 
aggregate  business  of  all  carriers — indeed  the  exact  contrary  is 
known  to  be  true.  Nor  is  the  alleged  reason  for  a  fiat  percentage 
anything  more  than  specious.  Compensation  premiums  are  neces- 
sarily segregated  by  states  and  the  computation  of  reserves  by  the 
method  of  law  differentials  would  present  much  less  difficulty  than 
the  computation  of  rates  by  the  same  method. 

Still  more  serious  than  any  of  the  deficiencies  already  pointed 
out  is  the  failure  to  take  effective  account  of  inadequate  rates  or  of' 
worse  than  average  loss  experience.  The  pending  bill  does,  indeed, 
authorise  the  insurance  commissioner  to  increase  the  reserves  of  a 
company  if  he  shall  deem  the  same  inadequate,  but  it  affords  no 
1  Cf .  Workmen's  Compensation  Insurance  Report  of  the  Industrial  Commission 
of  Wisconsin,  1916,  Table  IV,  and  1916,  Table  IV. 
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concrete  teat  of  inadequacy  and  it  leaves  in  full  effect  that  inter- 
state comity  which  makes  commissioners  reluctant  to  exercise 
discretionary  powers  as  against  a  company  which  is  countenanced 
by  the  authorities  of  its  home  state.  The  pending  bill  thus  per- 
petuates the  vital  defect  of  the  existing  law,  in  that  all  of  its  assump- 
tions look  to  the  collective  experience  of  well  managed  companies. 
The  liability  of  insurers  is  not  joint,  but  several.  It  is  not  suffi- 
cient that  the  aggregate  reserves  of  all  carriers  shall  equal  their 
aggregate  liabilities;  reserves  must  be  adequate  for  each  carrier. 

(3)  The  three  years'  grace  allowed  the  companies  in  which  to 
reach  the  new  reserve  level  is  grounded  upon  a  singular  conception 
of  public  supervision — the  conception,  namely,  that  the  main  office 
of  insurance  departments  is  to  conserve  the  interests  of  insurance 
carriers.  Viewed  in  the  light  of  obvious  public  interests,  it  would 
seem  elementary  that  an  insurer  which  has  not  sufficient  assets 
to  meet  its  incurred  liabilities  should  be  compelled  to  increase  its 
resources  or  retire  from  business. 

(4)  Last,  and  by  no  means  least,  among  the  many  short- 
comings of  the  pending  bill  is  its  failure  to  set  aside  any  explicit 
fund  for  the  payment  of  compensation  benefits.  The  great  bulk 
of  workmen's  compensation  premiums,  aside  from  exclusive  state 
funds,  are  written  by  casualty  companies  engaged  in  boiler,  fly- 
wheel, elevator,  automobile,  personal  accident  and  general  lia- 
bility insurance.  Many  compensation  insurers  derive  much  more 
than  half  of  their  premiums  Trom  these  miscellaneous  lines,  so  that 
their  ability  to  discharge  compensation  obligations  is  inextricably 
bound  up  with  their  general  liability  experience.  Yet  general 
liability  premiums  are  nowhere  regulated,  nor  are  liability  reserves 
subject  to  any  such  definite  control  in  the  way  of  claim  valuation  as 
may  be  applied  to  compensation  reserves.  The  two  branches  of 
insurance  have  nothing  in  common  save  that,  by  an  historical  acci- 
dent, both  happen  to  be  carried  by  the  same  insurers.  Liability 
insurance  bears  less  of  a  public  character  than  almost  any  other 
branch  of  underwriting;  compensation  insurance  owes  its  very 
being  to  an  act  of  legislation,  it  exists  solely  for  the  performance  of  a 
public  function  and  its  carriers  stand  in  fiduciary  relationship  to 
thousands  of  beneficiaries  who  are  not  parties  to  the  insurance  con- 
tract, and  who  have  no  voice  in  the  selection  of  their  insurers.  That 
the  rights  of  these  beneficiaries  should  be  jeopardized,  and  the  very 
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purpose  of  compensation  laws  defeated,  by  poor  underwriting  in 
some  totally  unrelated  field  of  insurance  enterprise  is  altogether 
intolerable. 

A  somewhat  singular  reply  to  certain  of  the  criticisms  leveled 
against  the  pending  bill  is  that  it  requires  an  excessive  reserve  for 
unearned  premiums  which  excess  tends  to  offset  the  deficit  in  claim 
reserves.  This  alleged  surplus  derives  from  two  sources:  (a) 
acquisition  cost  (normally  17J  per  cent)  which  has  already  been 
paid  upon  the  whole  deposit  premium,  and  (b)  excess  collections  on 
pay-roll  audits,  which  may  be  taken  on  the  average  at  20  per  cent  of 
final,  or  25  per  cent  of  deposit,  premiums.  _  Stated  arithmetically, 
67  per  cent  of  actual  unearned  premiums,  or  33.5  per  cent  of  the 
final  premiums  for  the  current  year,  ahould  suffice  to  meet  losses  and 
loss  expenses  to  be  incurred  during  the  unexpired  portion  of  exist- 
ing policy  contracts,  whereas  the  legal  reserve  is  one  half  of  the 
premiums  in  force  (say  40  per  cent  of  final  premiums  for  the  year). 
Taking  into  consideration  the  normal  premium  increases  on  pay- 
roll audits,  lees  acquisition  cost  thereon,  the  unearned  premium 
reserve  may  yield  a  substantial  margin  over  claim  and  claim  expense 
requirements  for  unexpired  policy  terms.  This  possible  margin, 
however,  is  very  far  from  providing  reliable  assets  for  the  payment 
of  claims.  If  the  company  continues  in  business  it  will  incur, 
against  unearned  premiums,  many  expenses  aside  from  acquisition 
and  claim  adjustment;  if  it  is  woundup,  the  cost  of  a  receivership  is 
no  light  matter.  Prospective  premium  increases,  in  particular,  are 
wholly  problematical;  in  any  given  case  there  may  be,  instead,  a  net 
final  return  to  policyholders.  The  utmost  that  can  be  hoped  from 
this  resource  is  an  offset  to  the  underestimate  of  earned  premiums 
for  the  current  year.  This  would  leave  a  net  surplus  in  the  un- 
earned premium  reserve  equal  to  the  acquisition  cost  thereon — 
certainly  not  an  excessive  margin  to  cover  the  contingencies  of  rein- 
surance or  of  closing  out. 

The  third  division  of  compensation  reserves — provision  against 
catastrophe  loss — is  strangely  ignored  by  the  present  laws.  Most 
compensation  insurers  do  carry  excess  insurance,  either  in  London 
Lloyds  or  in  a  pool  of  stock  companies.  So  far  as  legal  require- 
ments go,  however,  a  mutual  with  125,000  of  premium  income,  or  a 
stock  company  with  $200,000  of  capital  and  surplus,  may  assume 
unlimited  liability  upon  any  risk  whatever. 
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It  is  not  to  be  inferred  from  the  foregoing  strictures  upon 
present  and  proposed  reserve  Laws  that  a  majority  of  compensation 
insurers  are  fast  approaching  bankruptcy.  On  the  contrary, 
most  of  the  large  companies,  both  stock  and  mutual,  are  thoroughly 
Bound  and  would  continue  to  be  so  in  the  absence  of  any  legal  restric- 
tions whatsoever.  The  point  to  be  emphasized  is  that  the  sound- 
ness of  these  companies  is  due  to  the  business  policy  of  their  man- 
agement, and  not  at  all  to  state  supervision.  That  other  carriers 
are  not  so  fortunately  situated  is  sufficiently  indicated  by  the  num- 
ber of  enforced  withdrawals  within  the  past  three  years.  Nor  is  it 
necessary  to  wait  for  disastrous  failures  before  taking  effective 
means  to  prevent  them.  Having  regard  to  the  peculiarly  public 
functions  of  compensation  insurance,  and  to  the  fiduciary  character 
with  which  the  state  itself  has  vested  compensation  insurers,  the 
state  should  see  to  it  that  compensation  claims  can  not  be  jeopard- 
ized by  any  failure  of  integrity  or  of  business  foresight  on  the  part 
of  insurance  management.  On  every  ground  of  social  policy,  com- 
pensation benefits  should  be  surrounded  by  safeguards  at  least  as 
effective  as  those  which  hedge  about  savings  deposits,  trust  funds  or 
life  insurance  policies. 

If  the  foregoing  analysis  is  at  all  correct,  the  laws  relating  to 
workmen's  compensation  reserves  should  be  amended  in  the  fol- 
lowing particulars: 

(1)  Reserves  of  indubitable  adequacy  to  meet  all  incurred 
claims  should  be  set  aside  as  a  trust  fund,  invested  in  designated 
classes  of  high  grade  securities  and  held  solely  for  the  payment  of 
compensation  benefits.  Claims  arising  under  all  policies  save  the 
last  year's  issue  should  be  valued  upon  the  basis  of  a  standard  table 
to  be  prescribed  by  the  National  Convention  of  Insurance  Com- 
missioners, with  the  further  proviso  that  reserves  for  the  last  three 
years  of  issue  should  at  least  equal  the  calculated  normal  loss  ratio 
for  each  state,7  less  compensation  benefits  actually  paid.  To  the 
reserves  so  produced  should  be  added  at  least  10  per  cent  to  cover 
future  adjustment  cost.  All  this  is  in  addition  to  the  unearned 
premium  reserve  which  probably  should  be  maintained  at  the  full 
amount  as  a  further  precaution. 

'  I.e.,  from  67 1  to  65  per  cent  of  earned  premiums,  according  to  the  law  differ- 
entisJ.  With  respect  to  current  policies,  earned  premiums  should  be  ascertained 
by  a  monthly  computation. 
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The  valuation  table  above  spoken  of  would  comprise  three  ele- 
ments: (a)  claims  for  known  amounts,  as  accrued  benefits,  medical 
bills  received,  and  the  like,  which  should  be  taken  at  the  face  value; 
(b)  claims  for  ascertained  degrees  of  dependence  or  disability,  in- 
cluding death  benefits  to  known  dependents  and  permanent  disa- 
bility benefits  fixed  by  statute  or  award,  all  of  which  should  be 
valued  on  the  basis  of  mortality  and  interest;  and  (c)  claims  for 
injuries  of  unascertained  gravity.  Here  would  fall  all  that  large 
class  of  long  continuing  disabilities  which  ultimately  result  in  death 
or  permanent  disability,  but  whose  permanence  has  not  been  as- 
certained at  the  date  of  valuation,  as  also  claims  not  yet  reported 
and  all  undetermined  notices  of  recent  date.  All  liabilities  within 
this  category  should  apparently  be  valued  upon  the  basis  of  a 
standard  distribution  of  accidents  by  ultimate  nature  of  injury  and 
extent  of  disability,  similar  to  the  well-known  Rubinow  table,  only 
carried  out  with  reference  to  the  degree  of  maturity  at  the  date  of 
valuation.  Thus,  e.g.,  the  table  should  show  the  ultimate  develop- 
ment of  accidents  arising  under  policies  of  each  of  the  last  three 
years  of  issue  and  still  indeterminate  (as  to  degree  of  dependence 
or  extent  of  disability)  at  the  date  of  valuation;  or  it  might  be  con- 
structed to  show  the  ultimate  average  severity  of  injuries  distrib- 
uted by  elapsed  time  from  the  date  of  accident.'  In  either  event, 
such  a  table  would  furnish  a  far  more  trustworthy,  uniform  and 
<  Tables  in  the  last  mentioned  form  (though  constructed  upon  very  unsatis- 
factory data)  have  been  promulgated  by  the  New  York  and  Pennsylvania  In* 


The  table  tentatively  suggested  in  the  text  might  take  the  following  form: 
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verifiable  basis  of  reserves  than  can  ever  be  obtained  by  the  hap- 
hazard methods  of  judgment  estimates.  Fortunately,  the  National 
Convention  of  Insurance  Commissioners  has  already  taken  steps 
looking  to  the  preparation  of  a  standard  valuation  table  to  be 
derived  from  data  compiled  by  leading  insurance  camera.*  The 
immediate  object  in  view  is  a  more  uniform  estimate  of  outstandings 
for  classification  of  pure  premium  experience,  but  the  same  methods 
can  obviously  be  applied  to  reserve  computations. 

(2)  Capital  or  surplus  equal  to  at  least  50  per  cent  of  the  an- 
nual compensation  premiums,  but  in  no  case  less  than  (50,000, 
securely  invested  and  assigned  exclusively  to  compensation  lia- 
bility, should  be  a  condition  precedent  to  the  writing  of  compensa- 
tion insurance. 

(3)  Sound  excess  insurance,  equal  to  the  maximum  catastrophe 
liability  of  the  carrier  involved,  should  be  required  of  every  com- 
pensation insurer. 

Rate  Regulation 
Rate  control  bears  upon  the  security  of  future  compensation 
benefits,  in  that  rate  cutting  is  the  royal  road  to  bankruptcy.  Os- 
tensibly, indeed,  the  safeguarding  of  beneficiaries  is  a  chief  end  of 
adequate  rate  legislation.  Very  little  analysis,  however,  will  suffice 
to  show  that  this  object  is  mostly  specious.  The  maintenance  of 
adequate  rates  for  compensation  insurance  in  a  single  state  will  not 
serve  to  prevent  ruinous  rate  cutting  in  other  states  or  in  other  lines 
of  insurance,  nor  will  it  prevent  the  dissipation  of  assets  through  ex- 
travagant management,  poor  selection  of  risks  or  unwise  investments. 
A  proper  reserve  law  will  absolutely  protect  the  interests  of  bene- 
ficiaries, irrespective  of  rates,  whereas  an  adequate  rate  law,  at  best, 
is  but  an  indirect  and  ineffectual  means  to  that  end.  The  effective 
motive  of  rate  regulation,  then,  is  to  be  Bought  in  the  desire  to  pro- 
mote fair  dealing  as  among  insured  and  fair  competition  as  among 
insurers. 

Rate  regulation  in  the  interest  of  insurants  springs  directly 
from  the  public  character  of  compensation  insurance.  Indemnity 
for  work  accidents  being  a  burden  imposed  by  law,  the  state  is 
morally  bound  to  see  to  it  that  the  burden  is  neither  excessive  in 
'  Mr.  H.  E.  Ryan,  of  the  New  York  Insurance  Department,  was  a  prime 
mover  in  this  proposal. 
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proportion  to  benefits,  nor  unfairly  distributed.  What  constitutes 
a  reasonable  insurance  cost  or  an  equitable  distribution  thereof  will 
depend,  of  course,  upon  current  economic-juridical  conceptions, 
for  there  can  be  no  absolute  criterion  of  either  reasonableness  or 
equity.  So  far  as  prevalent  opinion  may  be  said  to  have  decided 
these  points,  a  reasonable  rate,  under  competitive  conditions,  is 
one  which  will  cover  both  the  benefits  to  be  paid  and  the  expenses  of 
insurance  management  as  ordinarily  conducted,  while  an  equitable 
rate  under  a  given  scale  of  benefits  and  given  expenses  of  manage- 
ment is  a  rate  proportionate  to  the  accident  hazard  of  the  particu- 
lar risk  insured.  The  maintenance  of  rates  which  will  meet  these 
tests  would  seem  to  be  the  most  appropriate  object  of  public  rate 
supervision. 

Curiously  enough,  however,  rate  regulation,  in  practice,  is 
mainly  directed  to  the  protection  of  insurers  against  each  other. 
So  far  as  can  be  gathered,  both  from  the  laws  themselves  and  from 
the  spirit  in  which  they  are  administered,  the  demand  for  rate 
supervision  in  this  sense  derives  from  a  characteristic  American 
prejudice  in  favor  of  competitive  enterprise.  Most  of  the  states, 
in  providing  indemnity  for  work  accidents,  avoided  anything  like  a 
comprehensive  organization  of  accident  insurance.  Instead,  they 
have  deliberately  encouraged  a  multiplicity  of  competing  insurers — 
stock,  mutual  and  state — trusting,  apparently,  that  competitive 
selection  will  ultimately  determine  the  form  of  insurance  organiza- 
tion best  adapted  to  this  particular  field.  It  is  evident,  however, 
that  unrestricted  competition  between  insurers  of  very  unequal  re- 
sources might  well  result  in  substantial  monopoly  by  a  few  strong 
companies — a  monopoly  based,  not  upon  economy  or  efficiency, 
but  upon  the  financial  ability  to  survive  a  prolonged  period  of 
deficient  rates  and  ruinous  selling  costs.  Hence,  in  order  to  preserve 
the  competitive  principle,  it  has  been  thought  necessary  to  impose 
restraints  upon  its  free  exercise,  both  by  prohibiting  discriminatory 
rate  cutting  and  by  requiring  the  maintenance  of  adequate  rates. 
At  first  blush  a  law  which  denounces  insufficient,  rather  than  ex- 
cessive rates,  is  the  very  antithesis  of  the  familiar  anti-trust  legis- 
lation. Yet  in  actual  purpose,  and  in  underlying  preconceptions, 
the  two  sets  of  statutes  are  closely  analagous. 

The  extreme  reach  of  rate  regulation,  as  hitherto  applied  to 
workmen's  compensation  insurance  in  this  country,  is  marked  by 
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the  adequate  rate  laws  of  Maine,  Massachusetts,  New  York,  Penn- 
sylvania, Maryland,  Kentucky,  Colorado  and  California.  Only 
one  of  these  acts  (Kentucky's)  prohibits  unreasonable  rates;  none 
of  them  contains  any  definition  of  adequacy  or  any  explicit  require- 
ment that  the  rates  of  different  insurers  shall  be  uniform,  while 
some  even  neglect  to  forbid  unfair  discrimination  among  insured. 
Legally,  therefore,  each  insurer  is  free  to  devise  such  classifications, 
rules,  rates  and  merit  rating  as  may  seem  good  to  it,  subject  to  the 
single  proviso  that  it  shall  not  charge  less  than  the  rates  approved 
by  the  supervising  authority  as  adequate  for  such  insurer.10  Strictly 
interpreted,  this  latter  phrase  would  seem  to  require  different  rates 
for  different  carriers,  for  it  is  well  known  that  both  loss  and  expense 
ratios  vary  widely  as  among  insurers.  Administratively,  however, 
adequate  rates  have  everywhere  been  held  to  mean  rates  sufficient 
to  cover  the  average  pure  premium  upon  each  classification  plus  the 
average  expense  ratio  of  well-managed  stock  companies,  without 
other  allowance  for  profit  than  the  investment  income  from  reserves. 
In  practice,  accordingly,  only  one  set  of  classifications,  rules  and 
rates,  and  only  one  plan  of  merit  rating,  has  been  approved  in  each 
adequate  rate  state.11  So  far  as  the  adequate  rate  laws,  thus  inter- 
preted, are  effectually  enforced,  the  premium  charge  on  any  given 
risk  is  uniform  for  all  insurers.  The  sole  officially  countenanced 
exception  to  this  uniformity  is  that  participating  carriers  are  per- 
mitted to  return,  as  dividends  to  policyholders,  whatever  they  are 
able  to  save  in  either  losses  or  expenses."  Nominally,  indeed,  except 
in  Kentucky,  any  insurer  may  charge  more  than  the  approved 
rates,  provided  it  does  so  without  unfair  discrimination,  but  prac- 
tically nothing  of  the  sort  is  either  feasible  or  attempted.     Not  only 

14  Kentucky  requires  that  rates  shall  be  reasonable  as  well  as  adequate. 

"  In  Massachusetts  and  Pennsylvania  certain  mutuala  are  required  to  charge 
more  than  the  approved  basis  rates  in  view  of  their  high  dividend  policy.  The 
Pennsylvania  State  Workmen's  Insurance  Fund  is  permitted  to  charge  10  per 
cent  lees  than  the  rates  approved  for  other  insurers  on  the  ground  that  its  ex- 
penses of  management  are  paid  by  the  state. 

11  This  exception  is  entirely  consonant  with  the  theory  of  adequate  rate  laws 
as  above  explained.  The  laws  seek,  among  other  things,  to  maintain  fair  com- 
petition between  different  types  of  insurance  management,  each  offering  its  own 
peculiar  advantages  for  the  selection  of  insurants.  A  principal  advantage  claimed 
for  mutual  insurance  is  its  lower  cost,  to  offset  which  stock  companies  claim  to 
furnish  a  superior  degree  of  protection  and  of  service. 
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does  the  legal  minimum  thus  become  the  actual  maximum;  the  en- 
forcement of  uniformity,  in  the  presence  of  mutual  competition, 
tends  to  keep  rates  at  the  lowest  level  consistent  with  stock  company 
management. 

The  maintenance  of  uniform  rates  is  evidently  a  far  more 
difficult  undertaking  than  the  maintenance  of  adequate  reserves. 
The  latter  involves  no  more  than  the  valuation  of  claims  and  the 
scrutiny  of  investments.  The  former  touches  every  incident  of 
underwriting:  the  construction  of  classifications  and  their  applica- 
tion to  individual  risks,  the  calculation  of  pure  premiums  and  ex- 
pense loadings,  policy  forms,  the  application  of  merit  rating,  even 
the  audit  of  pay  rolls  and  the  actual  collection  of  premiums.  Uni- 
formity must  extend  even  to  the  least  of  these  matters,  because 
premium  income  can  be  as  easily  impaired  by  misclassification, 
excess  coverage,  fictitious  "merit"  credits,  or  understatement  of 
pay  roll,  as  by  direct  rate  cutting.  Nor  is  it  sufficient  to  lay  down 
uniform  rules  of  underwriting;  these  rules  must  be  actually  carried 
out  in  respect  of  every  policy  underwritten.  Rate  supervision,  in 
short,  involves  both  rate  making  and  rate  enforcement:  on  the  one 
hand,  the  elaboration  of  a  detailed,  uniform  code  of  classifications, 
rules,  rates  and  merit  rating  charges  or  credits;  on  the  other  hand, 
day  by  day  observance  of  the  application  of  this  code  to  the  under- 
writing of  individual  risks. 

Manifestly,  rate  supervision  in  this  comprehensive  sense  can- 
not be  effected  without  elaborate  administrative  machinery.  It  is 
necessary,  in  the  first  place,  to  base  rate  approval  upon  adequate  and 
disinterested  information.  Rate  making  is  only  to  a  limited  extent 
a  matter  of  mathematical  computation.  The  very  classifications 
for  which  rates  are  to  be  computed,  the  extent  to  which  given  statis- 
tical experience  can  be  taken  as  typical  or  has  been  affected  by  errors 
of  sampling,  the  effect  of  merit  rating  upon  accident  frequency  and 
severity,  the  allowance  to  be  made  for  varying  effectiveness  of 
claim  supervision  in  different  jurisdictions,  even  the  accuracy  of 
reported  expense  ratios,  are  all  subjects  for  the  exercise  of  trained 
judgment — subjects,  too,  as  to  which  informed  opinions  will  differ 
and  the  proposals  of  insurers  be  biased  by  competitive  interest. 
Nor  can  these  difficulties  be  disposed  of  once  for  all.  Conditions 
are  ever  changing  and  the  great  code  of  classifications,  rules  and 
rates  must  be  periodically  revised  to  meet  the  exigencies  of  the 
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business.  Rate  approval,  then,  demands  adequate,  continuous 
machinery  for  the  furnishing  of  information  and  advice.  Similar 
machinery,  in  the  second  place,  is  no  less  necessary  for  rate  enforce- 
ment. Reliance  upon  individual  complaints  of  violations  is  alto- 
gether futile,  for  the  same  reason  that  the  like  judicial  process  has 
failed  in  every  attempt  to  regulate  intricate  business  activities. 
Complaints  are  rarely  made  because  insurance  agents  who  have 
knowledge  of  departures  from  approved  rates  usually  are  unwilling 
to  risk  the  enmity  of  prospective  insurants — it  is  simpler  and  more 
effective  to  secure  a  like  competitive  concession  from  the  home 
office.  Even  in  the  rare  instances  of  formal  complaint,  proof  of 
deliberate  violation  is  always  difficult  and  often  impossible.  Com- 
petitive rate  cutting  most  often  takes  some  indirect  form:  a  mis- 
classification  which  can  be  represented  as  an  honest  error  of  judg- 
ment, an  excessive  merit  rating  discount  which  may  be  resolved  into 
a  difference  of  opinion,  or  an  auditor's  oversight  in  the  matter  of 
expended  pay  roll.  At  best  the  proceedings  can  be  spun  out  until 
the  full  competitive  advantage  of  the  illegal  practice  has  been 
reaped;  at  worst,  they  result  in  nothing  more  severe  than  the  can- 
cellation of  the  particular  policy  involved. 

Competitive  underwriting,  in  fact,  like  other  competitive  Belling 
in  scattered  and  unorganized  markets,  tends  inevitably  to  wide 
deviations  from  a  common  price  level.  Where  tens  of  thousands 
of  employers  are  being  solicited  by  thousands  of  agents,  representing 
thirty  or  forty  insurers,  each  interpreting  classifications,  rules  and 
rates  in  its  own  way  and  applying  merit  rating  through  its  own  staff, 
no  approximation  to  uniformity  can  be  attained.  The  temptation . 
on  the  part  of  a  commission  agent  to  obtain  business  by  rate  cutting 
is  one  which  human  nature  is  ill  fitted  to  withstand,  and  the  com- 
panies are  much  too  dependent  upon  their  agency  connections  to 
exercise  effective  restraint.  Merit  rating,  indeed,  is  usually  taken 
out  of  the  agent's  hands,  but  so  long  as  it  remains  in  the  hands  of  the 
insuring  company,  the  bias  of  competitive  interest  cannot  be  es- 
caped. To  permit  company  classification  and  rating  of  risks,  then, 
is  to  make  rate  regulation  nugatory. 

Just  in  proportion,  therefore,  that  rate  supervision  has  been 
made  effective,  both  rate  making  and  the  detailed  application  of 
rates  to  risks  have  been  removed  from  the  control  of  individual 
insurers.    At  the  same  time,  it  has  not  been  thought  either  expedi- 
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ent  or  necessary  to  vest  these  vital  functions  directly  in  the  supervis- 
ing authority.  Such  a  course  would  require  a  government  organi- 
sation as  flexible,  as  well-informed  and  as  ubiquitous  as  the  business 
to  be  supervised,  and  it  would  substitute  the  judgment  and  initia- 
tive of  government  officials  for  the  judgment  and  initiative  of 
insurance  carriers.  Rather  than  adopt  this  extreme  measure,  it 
has  seemed  the  part  of  wisdom  to  utilize  the  extant  machinery  and 
information  of  the  carriers  themselves,  so  coordinated  as  to  remove 
the  warping  effects  of  competitive  interest.  Altogether  the  most 
effective  instrumentality  hitherto  devised  for  this  purpose  is  the 
representative  rating  bureau,  made  up  of  all  compensation  insurers 
operating  within  the  state,  and  empowered,  subject  to  the  approval 
of  the  supervising  authority,  to  formulate  risk  classifications,  rules, 
basis  (or  class)  rates,  and  merit  rating  plans,  to  assign  individual 
risks  to  existing  or  special  classifications,  to  apply  merit  rating 
through  inspection  or  otherwise,  and  to  scrutinize  the  underwriting 
of  all  risks  by  means  of  a  policy  "stamping  office."11  Bureaus 
upon  this  general  plan,  though  with  many  variations  of  detail,  have 
been  established  in  New  York,"  Massachusetts,"  California,  Penn- 
sylvania and  Colorado."  Experience  of  their  actual  working  has 
been  too  brief  to  afford  a  decisive  test,17  and  there  is  even  some 
question  of  their  full  legality,"  but  their  a  priori  advantages  are  so 

u The  "Stumping  Office"  receives,  examinee  and  approves  or  disapproves  a 
duplicate  of  every  policy  declaration.  This  practice  was  first  established  by  the 
Industrial  Commission  of  Wisconsin  under  the  anti-discrimination  law  of  1913, 
and  has  since  been  adopted  by  the  rating  bureaus  of  California,  Colorado  and 
Pennsylvania. 

"  The  order  is  chronological. 

u  The  Massachusetts  Bureau  accepts  company  inspections,  subject  to  such 
.verification  as  may  be  required. 

"  The  Colorado  Bureau  is  in  a  state  of  suspended  animation,  pending  deter- 
mination of  its  legal  status, 

"  The  oldest  state  bureau,  the  Compensation  Inspection  Rating  Board  of 
New  York,  dates  from  midsummer,  1914. 

"  A  rate  maintenance  association  might  have  been  held  illegal  at  common  law 
or  under  anti-trust  statutes,  but  all  questions  on  this  head  are  set  at  rest  by  the 
adequate  rate  laws,  provided  these  are  valid. 

The  points  of  attack  (fathered  especially  by  the  Travelers  Insurance  Com- 
pany) upon  state  compensation  rating  bureaus  are  the  right  of  a  public  official  to 
delegate  supervising  authority  to  an  unofficial  association,  and  the  ability  to  make 
the  approval  of  rates  or  of  merit  rating  conditional  upon  application  by  such  an 
association.    In  reply  it  is  argued  that  no  supervising  authority  is  delegated  to  the 
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great  that  they  promise  to  become  a  permanent  feature  of  rate 
regulation.11  A  representative  rating  bureau,  just  because  it  com- 
prises every  type  of  insurer,  will  ordinarily  be  impartial  as  between 
stock  and  mutual  interests,10  at  the  same  time  that  it  may  fairly  be 
said  to  embody  the  collective  wisdom  of  the  business.  Whence  it 
is  at  once  the  most  potent  agency  at  the  disposal  of  the  government 
for  giving  effect  to  rate  regulation,  and  almost  the  Bole  source  of 
advice  which  is  both  competent  and  disinterested.  For  the  routine 
work  of  rating  individual  risks  in  accordance  with  the  existing  code, 
the  bureau  supplies  a  trained  and  impartial  staff,  while  it  brings  to 
bear  the  collective  views  of  rival  insurers  upon  all  those  questions 
which  involve  the  exercise  of  discretionary  judgment  or  the  compro- 
mise of  opposing  interests. 

When  ail  is  said,  however,  rate  making  transcends  the  limits  of 
any  state.  Notwithstanding  many  local  variations,  there  is  a 
striking  similarity  of  industrial  technique,  and  consequently  of 
industrial  hazards  as  well,  throughout  widely  separated  territories. 
By  the  same  token,  the  problems  of  industry  classification,  of  classi- 
fication rules  and  of  schedule  rating — to  say  nothing  of  statistical 
and  actuarial  methods — are  common  to  the  whole  country.  To 
which  it  must  be  added  that  no  state  has  a  sufficient  volume  of 
exposure  for  dependable  rate  making  in  every  classification  or  is 
wholly  independent  of  the  experience  of  other  states  in  more  than 
a  very  few  classifications.  Out  of  these  conditions  arises  the  need 
for  a  supra-organization  to  coordinate  the  activities  of  territorial 
rating  bureaus.  This  need  has  been  in  part  supplied  by  joint  stand- 
bureau  since  all  its  acta  are  subject  to  supervision  to  the  same  extent  as  the  like 
acts  of  individual  insurers,  and  that  the  supervising  authority  may  properly  make 
his  approval  of  rates  conditional  upon  their  application  by  an  impartial  agency — 
else  his  approval  were  a  farce.    These  questions  have  not  been  judicially  deter- 

11  Local  branches  of  the  National  Compensation  Service  Bureau  have  been 
recognised  as  official  rating  bureaus,  for  the  purposes  of  merit  rating,  in  Kentucky 
and  Maryland.  The  parent  body  is  a  voluntary  association  of  some  twenty  stock 
companies,  but  these  local  branches  have  been  opened  to  non-members,  even 
including  mutuals.  The  great  weakness  of  this  plan  is  that  it  vests  the  rate- 
making  function  in  a  single  group  of  competitors. 

**  In  the  Pennsylvania  Bureau  the  Insurance  Department  has  a  casting  vote 
in  case  of  a  tie  in  every  committee.  During  the  first  year's  experience,  notwith- 
standing the  great  number  of  controversial  subjects  passed  upon,  this  power  was 
exercised  on  only  two  occasions. 
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ing  committees,  representative  of  the  several  state  bureaus  and  of 
the  various  types  of  insurers  among  their  constituents.11  The 
federative  organization  so  constituted  is  as  yet  somewhat  inverte- 
brate, but  it  has  at  least  effected  a  large  measure  of  uniformity  in 
manual  rules  and  classifications,  in  the  structure  of  schedule  rating 
and  even  in  the  basic  pure  premiums  from  which  state  rates  are 
derived. 

Rating  bureaus,  state  or  inter-state,  be  they  ever  so  efficient 
for  their  purposes,  will  not  obviate  the  need  for  independent  knowl- 
edge on  the  part  of  supervising  authorities.  The  questions  to  be 
passed  upon  involve  something  more  than  the  maintenance  of  fair 
competition  among  insurers;  they  extend  as  well  to  that  equitable 
distribution  of  work  accident  cost  with  which  the  state  is  more  im- 
mediately concerned.  The  ends  of  equity  are  not  served  by  the 
mere  uniform  application  of  rates,  unless  these  latter  are  reasonably 
proportionate  to  the  industrial  hazards  involved.  Neither  can 
such  proportionality  be  lightly  assumed  of  classifications  and  rates 
evolved  by  compromise  between  competing  insurers.  To  assure 
the  results  professedly  sought,  the  whole  system  of  insurance 
classifications,  rates  and  merit  rating  should-be  subjected  to  rigorous 
analysis  in  the  light  of  all  available  information.  Characteristically 
enough,  however,  no  state  which  has  undertaken  to  supervise  com- 
pensation insurance  has  seen  fit  to  provide  facilities  at  all  com- 
mensurate with  the  responsibilities  assumed.  The  actual  work  of 
supervision  falls,  in  every  instance,  upon  a  subordinate  appointee 
and  a  handful  of  clerical  assistants,  unprovided  with  technical 
advisers  and  without  either  means  or  leisure  for  independent  re- 
search. It  has  not  been  possible,  in  any  of  the  adequate  rate  juris- 
dictions, to  compile  accident  statistics  in  correlation  with  insurance 
classifications  and  exposed  pay  rolls,  to  say  nothing  of  such  analyses 
as  would  serve  to  throw  light  upon  the  validity  of  the  classifications 
themselves  or  the  reasonableness  of  merit  rating  deviations  from 
basis  rates.  Yet  the  raw  materials  for  such  statistics,  in  the  shape 
of  accident  and  pay-roll  reports  to  public  authorities,  exiat  in  every 
11  The  Standing  Committee  on  Compensation  Insurance  Rates  comprises 
three  stock  companies,  two  mutuals,  a  (competing)  state  fund,  and  an  insurance 
department.  The  Standing  Committee  on  Schedule  Rating  is  similarly  consti- 
tuted. Both  these  committees  meet  monthly  and  to  them  are  referred  all  manual 
or  schedule  rating  amendments  proposed  by  the  constituent  bureaus,  though  the 
findings  of  the  Standing  Committee  are  not  binding  until  ratified  by  the  bureaus. 
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one  of  these  jurisdictions.  The  failure  to  make  the  necessary 
correlation — a  failure  attributable  as  much  to  divided  authority  as 
to  insufficient  appropriations — is  a  striking  instance  of  systematic 
ineptitude. 

The  argument  thus  far  goes  to  show  that  effective  supervision 
of  compensation  insurance  rates  imposes  far-reaching  restraints 
upon  competition.  Neither  rate  making  nor  the  application  of 
rates  to  individual  risks,  neither  policy  forms  nor  underwriting 
rules,  not  even  the  amount  of  commissions  to  be  paid  for  the  acquisi- 
tion of  business,  is  left  to  the  discretion  of  individual  insurers.  It 
only  remains  to  point  out  that  competition  so  straitened  and  bound 
loses  many  of  those  attributes  which  admirers  of  the  competitive 
system  have  always  ascribed  to  it.  When  uniform  rates  are  pre- 
scribed by  government  and  uniform  underwriting  is  enforced  by  a 
rating  bureau,  there  is  little  scope  for  competitive  selection  of  busi- 
ness and  less  for  that  competitive  adjustment  of  price  to  minimum 
cost  of  service  which  the  classical  economists  so  fondly  expounded. 
Competitive  selection  of  business  is  handicapped  by  the  prohibition 
of  discretionary  rate  cutting  upon  preferred  risks  and  the  competi- 
tive advantage  of  economic  management  (as  respects  stock  com- 
panies) is  taken  away  by  the  incorporation  in  basis  rates  of  a  uni- 
form expense  loading.  Even  the  flexibility  which  is  claimed  as  a 
chief  advantage  of  private  insurance  disappears  under  rigorous 
regulation.  Quick  adaption  to  changed  conditions  is  impossible 
when  every  manual  change  has  to  be  worked  out  by  representative 
committees  and  assented  to  by  supervising  authorities.  Competi- 
tion under  such  conditions  tends  prevailingly  to  take  the  form  of 
salesmanship,  more  or  less  disguised  as"  service."**  Economic  waste, 
indeed,  is  the  only  characteristic  of  competitive  insurance  that  is 
untouched  by  regulation. 

B  It  ia  not  denied,  of  course,  that  there  is  competition  in  real,  aa  well  as  fic- 
titious, service. 
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$1.50.     New  York:  The  Macmillan  Company,  1916. 

Three  distinct  types  of  books  relative  to  the  field  of  advertising  have  already 
appeared :  those  which  relate  to  problems  of  advertising,  those  which  tend  toward 
an  emphasis  of  the  economic  problems  involved  in  advertising,  and  &  combination 
of  the  two.  Professor  Adams  'book  would  be  classified  among  the  first,  or  a  book 
whioh  more  nearly  conforms  to  the  psychological  interpretation  of  advertising. 
It  presents  in  simple  language  the  basic  facts  and  principles  of  psychology 
which  are  related  to  advertising  and  points  out  the  applications  of  the  principles; 
it  reduces  the  complexity  of  the  printed  advertisements  to  its  elements  and  shows 
with  mathematical  exactness  the  effect  of  the  various  elements;  and  it  compares 
results  of  experiments  whioh  have  been  carried  on  in  the  laboratory  with  the  re- 
sults of  actual  advertising  campaigns.  This  book  could  be  used  admirably  in 
conjunction  with  a  general  course  in  advertising,  but  only  in  a  supplementary 
way,  as  it  does  not  unify  the  entire  subject  of  advertising,  including  the  economic 
problems  involved,  but  merely  emphasizes  a  quantitative  analysis  of  the 
psychology  of  advertising.  Professor  Adams'  work,  however,  will  be  used  con- 
tinually in  connection  with  the  rapidly  developing  teaching  field  of  advertising. 

H.  W.  H. 

BanCO,  NORUS  A.     Fundamental*  of  Salesmanship.    Pp.  jriv,  322.     Price,  11.50. 

New  York:  D.  Appleton  and  Company,  1916. 

This  book  succeeds  in  presenting  simply  and  effectively  the  psychological 
phases  involved  in  training  successful  salespeople,  and  the  relationship  between  the 
manager  and  the  aales  force.  The  human  element  is  emphasised  throughout  and 
involves  a  clear  exposition  of  the  factors  necessary  to  be  considered  in  developing 
the  right  kind  of  personality  in  connection  with  selling.  The  general  criticism 
from  a  teaching  point  of  view  would  be  regarding  the  arrangement  of  the  various 
chapters  of  the  text,  for  if  the  principles  discussed  are  not  presented  in  s  way  so  as 
to  unfold  themselves  In  the  consciousness  of  the  student  a  large  part  of  the  effort 
has  been  wasted. 

The  book  emphasises  two  phases  of  thought;  first,  the  training  of  the 
individual  to  meet  the  responsibilities  of  salesmanship,  and  second,  an  em- 
phasis of  the  system  of  which  the  individual  finds  himself  a  part  and  which  in- 
volves objective  factors  relating  to  his  life;  as,  for  instance,  the  element  of  fatigue 
in  connection  with  the  demonstration  of  problems  in  selling,  welfare  work,  special 
i  etc. 
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Because  of  its  simplicity  and  directness,  this  book  should  find  some  place  in 
our  general  school  system.     Business  managers  also  can  most  profitably  use  it. 

H.  W.  H. 

Shbbbow,    Benjamin.    Making    Type    Work.    Pp.    129.    Price,  SI  .25.    New 

York:    The  Century  Company,  1916. 

This  text  is  an  admirable  one  to  be  used  in  conjunction  with  a  general  course 
in  sfciiiliiiiim,  The  author  has  been  exceedingly  practical  in  presenting  his 
analysis  of  what  constitutes  type  which  is  easily  read.  Moreover,  the  general  dis- 
cussion shows  psychology  at  work  in  the  choice  of  such  type  as  will  command  at- 
tention, shift  the  emphasis  of  attention,  produce  emphasis  through  contrast,  and 
overcome  the  monotony  of  emphasis.  The  all-important  subject  of  subheads  and 
sideheada  is  admirably  analysed,  and  examples  excellently  selected  showing  the 
psychology  of  getting  just  the  kind  of  attention  which  is  needed.  A  discussion  of 
the  careful  distribution  of  white  space,  what  constitutes  crowded  copy,  and  the 
necessity  for  a  sane  regard  of  the  appropriate  type  faces  are  among  the  subjects 
which  indicate  the  intense  analysis  which  is  given  to  attention  as  related  in  the 
general  make-up  of  advertising.  For  one  who  is  involved  in  a  discussion  of  the 
problem  of  attention  in  advertising,  this  text  will  serve  a  most  convenient  purpose 
in  giving  to  the  student,  in  practical  form,  the  psychological  factors  involved. 
The  illustrations  comparing  different  possible  effects  are  comprehensive  and  oon- 


H.  W.  H. 
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Robins,  Kingman  N.     The  Farm  Mortgage  Handbook.     Pp.  xiii,  241.     Price, 

$1.26.    New  York:  Doubled&y,  Page  and  Company,  1916. 

The  purpose  of  this  book  is  to  bring  farm  mortgage  banking  to  favorable  at- 
tention by  describing  the  methods  and  practices  employed  by  the  most  reliable 
farm  mortgage  bankers.  The  author  defines  farm  mortgage  bankers  ss  "corpo- 
rations, firms  or  individuals  which  negotiate  farm  mortgages  with  their  own  funds, 
and  resell  them  in  completed  form  to  investors."  It  is  the  farm  mortgage  as 
standardised  by.  these  companies  that  is  considered  in  the  handbook.  What  the 
standardisation  of  such  mortgagee  involves  is  indicated  by  a  terse  statement  in 
the  foreword  by  Dr.  T.  N,  Carver  as  follows:  "Standardising  a  business  consists 
merely  in  holding  all  competitors  up  to  the  beat  methods  of  the  best  competitors. " 

One  error  may  be  noted.  The  author  quotes  average  farm  mortgage  interest 
rates  published  by  the  Department  of  Agriculture  (Department  Bulletin  No.  384) 
and  in  commenting  on  these  rates  (page  34)  he  assumes  that  the  averages  have 
been  made  without  reference  to  the  volume  of  business  done  at  each  of  the  actual 
rates  reported,  which  is  not  the  case. 

While  the  book  is  intended  "principally  for  investors  who  would  thoroughly 
familiarise  themselves  with  this  form  of  investment "  it  should  be  of  value  to  all 
persons  interested  in  farm  credits. 

C.  W.  T. 
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Wilcox,  Eaklbt  N.    Tropical  Agriculture.    Pp.  xviii,  373.    Price,  $2.50.    New 

York;  D.  Appleton  and  Company,  1916. 
Agricultural  products  annually  imported  into  the  United  States  from  the  tropica 
have  a  value  of  over  (600,000,000, — a  third  of  all  of  the  imports  of  this  country. 
Most  of  us  do  not  realise  that  "the  humblest  table  bean  food  products  from 
Brazil,  Cuba,  India,  Java,  Malacca  Islands,  Tahiti,  Mauritius,  Gold  Coasts, 
Jamaica,  Hawaii,  Porto  Rico  and  other  parts  of  the  tropics."  The  author  has 
had  in  mind  the  general  reader  in  writing  this  work,  not  the  farmer  of  the 
tropics. 

Little  has  been  written  in  the  past  in  this  country  of  tropical  agriculture, 
largely  perhaps  on  account  of  having  no  direct  interest  in  those  countries.  The 
possession,  however,  of  the  Philippines,  Porto  Rico,  Hawaii,  American  Simon, 
Guam  and  the  Panama  Canal  Zone  have  attracted  attention  to  the  tropical 
problems  by  American  economists  and  men  of  commerce.  The  public  school  as 
well  as  the  college  student  should  be  interested  to  read  it  now. 

Although  the  author  has  had  for  his  purpose  in  writing  this  book  the  idea  of 
impressing  the  reader  with  the  great  opportunities  of  the  tropics  still  he  has  been 
very  fair,  and  he  will  probably  not  succeed  in  convincing  the  reader  that  he  would 
do  well  to  cast  his  lot  for  a  livelihood  as  a  small  farmer  in  the  tropics. 

He  is  especially  clear  in  discussing  economic  conditions  not  to  overestimate  the 
opportunities  for  the  small  farmer  but  shows  that  it  is  the  large  owner  who  reaps 
his  profit  from  low-priced  labor  or  the  middle  man  who  has  made  great  profits. 
The  problem  of  the  tropics  is  first  to  establish  definite  and  economically  sound 
policies.  Under  the  present  system  of  managing  of  the  tropics  the  opportunity 
now  is  only  for  the  capitalist,  the  agricultural  expert,  or  the  man  of  commerce. 
Thus  far  he  says  "  a  system  of  managing  the  tropics  has  merely  developed  a  feudal 
system  for  the  exploitation  of  land  and  of  cheap  labor. " 

In  discussing  the  climate  he  speaks  of  the  many  advantages  but  does  not 
fail  to  speak  of  the  disadvantages.  Conditions  have  changed  and  the  precautions 
taken  of  sanitation  make  it  no  longer  dangerous  to  go  to  the  tropical  cities.  There 
are  almost  none  of  the  discomforts  of  our  climate  yet  he  says:  "It  still  remains 
doubtful  whether  the  tropics  are  well  adapted  for  the  permanent  residence  of  the 
white  man." 

Climate,  soil,  agricultural  methods,  live  stock  and  economic  conditions  are 
briefly  discussed.  The  larger  part  of  the  volume  deals  with  a  description  of  the 
nature,  source  and  commercial  importance  of  about  350  tropical  products,  includ- 
ing sugar  cane,  nuts,  fruits,  starchy  foods,  tobacco,  fiber  plants,  rubber,  gum, 
drugs,  tans,  dyes,  spices,  flavorings,  perfumes,  oils,  timber  and  woods.  Several  of 
these  are  not  now  commercially  important  but  could  be  developed.  The  appendix, 
with  reviews  of  the  literature  related  to  the  subject  and  a  full  bibliography  of  the 
periodicals,  from  all  parts  of  the  world  are  especially  good. 

Carl  W.  Lamok. 
Columbia  UtttooTtity. 
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Woodroito,  Joseph  F.  and  Surra,  Harold  H.  (Ed.).    The  Rubber  Industry  of 

the  Amazon.    Pp.  xlviii,  436.    Price,  21  s.    London:  John  Bole  Sons  and 

Danielsson,  Ltd. 

The  big  problem  of  the  economic  development  of  the  Amazon  Valley  is  dis- 
cussed by  Mr.  Woodroffe  who  has  spent  many  yean  in  this  region,  and  edited, 
with  the  addition  of  some  chapters,  by  Mr.  H.  H.  Smith,  editor  of  the  London 
publication  Tropical  Life.  The  combination  of  authorship  has  given  us  a  book 
filled  with  interesting  descriptions  of  present  conditions  in  Amazonia  and  thought- 
provoking  suggestions  as  to  the  future. 

While  several  chapters  are  descriptive  of  the  rubber  industry  as  it  is  conducted 
today,  the  main  object  of  the  book  is  to  show  "how  the  supremacy  of  the  rubber 
industry  of  the  Amazon  can  be  maintained  and  consolidated,  in  spite  of  the  in- 
creasing seriousness  of  the  competition  to  which  it  has  lately  been  subjected  by 
the  plantation  rubber  now  produced  in  the  East."  Briefly  stated,  the  editor's 
thesis  runs  somewhat  as  follows:  Brazil  has  long  faced  a  serious  financial  crisis, 
and  this  is  made  especially  acute  by  the  decline  in  rubber  prices  under  Far  Eastern 
competition.  English  investors,  with  £350,000,00X1  placed  in  Brazil,  should  be 
interested  in  putting  the  country  on  a  sound  basis.  This  can  be  accomplished  by 
developing  the  great  resources  of  the  Amazon  Valley.  To  do  this,  rubber  can 
be  developed  fully  only  by  m»IHng  it  a  subsidiary  industry  to  agriculture  and 
other  industries  capable  of  development.  This  larger  development  can  only  be 
brought  about  by  increasing  the  labor  population  in  order  to  drain  and  cultivate 
the  agricultural  land  and  to  make  accessible  the  large  untouched  areas  containing 
rubber  trees.  This  regeneration  "cannot  be  brought  about  by  the  Brazilians 
alone,  especially  by  the  bulk  of  those  who  are  directly  responsible  for  the  output 
of  rubber  from  the  forests.  It  always  will  and  must  be  an  international  question, 
divided  between  the  large  consumers  of  rubber  and  those  countries  having  the 
heaviest  financial  stake  in  the  republic." 

Unquestionably  the  solution  of  the  labor  supply  question  holds  the  key  to 
the  develops  of  the  Amazon.  Several  chapters  of  the  book  are  Hevoted  to  a 
discussion  of  this  problem  ""he  population  question  the  authors  would  settle  by 
colonisation  f-  ut  and  other  Far  Eastern  countries,  and  by  amal- 

gamations of  i  oes  witn  the  natives.    In  this  connection  the  book  contains 

several  unwarranted  assumptions;  for  example,  that  Oriental  immigrants  into 
sparsely  populated  Brazil  would  practice  the  same  agricultural  methods  as  in  the 
crowded  Orient;  that  they  would  or  could  flourish  as  small  proprietors  in  the 
Amason  wilderness;  that  they  would  amalgamate  with  the  natives;  that  both  the 
Japanese  and  Brazilian  governments  would  consent  to  such  a  scheme  of  colonisa- 
tion. If  the  breeding  of  human  beings  were  as  easily  controlled  as  is  the  breeding 
of  cattle,  we  might  accept  Mr.  Smith's  statement  (p.  8)  that  the  native  Indians 
would  "interbreed  with  the  Asiatics,  and  between  them  develop  a  mixed  race 
prion  riming  the  hardiness  of  the  Indian  with  the  stolidness,  stability  of  character, 
and  business  capacity  of  the  Asiatic. "  Most  readers  will  agree  with  the  authors 
that  the  solving  of  the  labor  question  would  largely  solve  the  future  of  Amasonia; 
many  will  disagree  that  the  solution  is  as  easy  as  the  book  indicates. 

The  fresh  and  vivid  account  of  the  rubber  industry  emphasizes  the  great 
need  of  developing  supply  and  other  crops  along  with  rubber,  if  the  Amazonian 
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region  is  to  compel*  with  the  Far  East.  The  suggestions  of  the  authors  as  to  the 
future  are  stimulating,  but  many  will  regard  their  conclusions  as  over-optimistic. 
The  clearing  and  draining  of  land,  the  overcoming  of  insect  pests,  the  development 
of  certain  industries  tike  lumbering,  are  made  to  seem  more  promising  than  the 
facta  will  warrant.  In  the  final  chapter,  the  editor  lays  at  the  door  of  the  Monroe 
Doctrine  part  of  the  blame  for  the  present  lack  of  development  of  the  Amuon,  and 
thinks  that  the  flow  of  European  capital  into  Brazil  will  be  lessened  as  long  as  the 
feeling  exists  that  the  Monroe  Doctrine  prevents  European  nations  from  giving 
full  protection  to  European  capital. 

The  book  is,  unfortunately,  badly  organised.  There  are  many  repetitions, 
the  same  topics  are  discussed  in  several  separated  chapters,  and  a  poor  index 
makes  it  difficult  to  dig  out  the  all  new  and  valuable  information  the  book  contains 
on  many  topics.  One  also  lays  down  the  book  with  the  feeling  that  the  authors 
have  failed  to  prove  their  contention  that  the  Amaion  can  maintain  its  supremacy 
in  competition  with  the  Far  East. 

G.  B.  RooBBAca. 

Unisertity  of  Per.n*yk*mia. 

INDUSTRIAL    MANAatJMDNT 

Dttrbll,  Flbtchkh.     Fundamental  Sources  of  Efficiency.     Pp.368.     Price,  S2. SO. 

Philadelphia:  J.  B.  Lippincott  Company. 

"The  present  work  is  an  attempt  to  analyse  the  various  forms  and  sources  of 
efficiency  into  a  few  elemental  principles.  It  is  felt  that  the  study  of  such  primal 
elements  will  not  only  aid  in  the  mastery  of  efficiency  in  a  given  field,  but  will  pre- 
vent this  important  idea  from  assuming  a  narrow  meaning  and  thus  leading  to 
limited  or  even,  in  some  respects,  harmful  results." 

This  work  is  not  the  product  of  an  efficiency  engineer,  but  of  an  academician, 
a  professor  of  mathematics,  who  is  philosophising  in  a  broad  way  about  the  forms 
which  efficiency  takes.  Some  nature  of  the  abstractnees  of  the  elements  to  which 
efficiency  is  reduced  may  be  found  in  the  chapter  headings,  of  which  the  following 
are  samples:  Reuse,  The  Group,  Multiplicative  Groups,  Externality,  Symbolism, 
Rhythm,  Error  and  Paradox,  This  text  will  be  found  of  considerable  value  in 
preparatory  schools.  The  college  teacher  may  find  some  material  of  interest  and 
even  some  illustrations  of  value  in  its  pages.  However,  the  author  frequently 
falls  into  a  discussion  of  the  too  obvious,  as  for  example,  in  the  discussion  of  Ab- 
sence as  a  Symbol;  we  hardly  need  to  be  told  that  "absence  or  silence  may  indi- 
cate dislike,  forgetfulness,  suspicion,  or  have  any  prearranged  meaning.  Thus  we 
have  the  saying 'Silence  is  more  eloquent  than  words.'  "  We  hardly  need  to  be 
told  that  the  word  "bill"  has  different  meanings,  as  "In  the  second  sentence,  the 
woodcock  has  a- bill,  and  I  will  not  pay  this  bill." 

J.  H.  W. 

Holuhgworth,  Haxbt   L.     Vocational   Ptycholooy.    Pp.   xviii,   308.    Price, 

$2.00.    New  York:  D.  Appleton  and  Company,  1018. 

The  increased  endeavor  of  labor  executives  to  select  employes  intelligently 
(indeed  the  growing  attention  to  vocational  direction  in  general)  rosoJvecHtaelf  into 
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two  main  problems  of  technique:  (a)   The  analysis  of  the  vocation  or  job;  (b) 
The  analysis  of  the  num. 

The  lines  of  solution  of  the  fust  question  are  so  clearly  marked  that  the  prob- 
lem has  become  primarily  administrative. 

The  analysis  of  the  man  is  an  immensely  more  complex  problem,  involving 
the  whole  field  of  psychological  analyses  and  teste.  Because  of  its  complexity, 
which  baffles  the  average  routine-burdened  executive  and  because  of  its  importance! 
charlatans,  offering  attractive  short-cut  solutions,  are  numerous. 

An  authoritative  but  semi-popular  book,  which  traces  the  history  of  the 
development  of  human  nature  tests  and  separates  fact  from  fallacy  in  the  ready- 
made  plans  of  some  of  the  phrenological  and  physiognomic  "experts"  is,  therefore, 
peculiarly  welcome.  The  book  is  essentially  a  presentation  of  the  problems  and 
methods  of  that  branch  of  applied  psychology  which  deals  with  individual  differ* 
encea  in  mental  constitution.  In  the  present  instance  only  those  differences  are 
considered  which  may  seem  to  be  significant  in  determining  the  individual's 
choice  of  a  vocation,  or  in  influencing  the  selection  of  workers  from  among  a 
group  of  applicants  or  candidates.  It  is  thoroughly  worth  careful  reading  by 
employment  executives  or  vocational  counsellors. 

The  appendix  contains  a  comprehensive  bibliography  and  some  suggestive 
tests  used  at  Columbia  University. 

J.  H.  W. 

Insurance 

Hbndbbson,  Robbbt.    Mortality  Laws  and  Statistics.    Pp.  v,  111.    Price,  11.25. 

New  York:   John  Wiley  and  Sons. 

This  book  is  one  of  a  series  of  mathematical  monographs,  published  by  Wiley 
and  Sons  and  is  the  work  of  the  Actuary  of  the  Equitable  Life  Assurance  Society 
of  the  United  States.  It  is  an  excellent  short  treatise  on  mortality  tables.  While 
it  requires  a  knowledge  of  calculus  to  follow  all  the  calculations  in  the  book,  certain 
portions  are  available  to  the  lay  reader.  The  first  chapter  gives  a  description  of 
all  the  mortality  tables  which  have  influenced  the  development  of  the  science  of 
life  contingencies.  The  technical  chapters  deal  with  an  analysis  of  probabilities 
of  death  and  survival,  formulas  for  the  law  of  mortality,  and  the  construction  of 
mortality  tables  from  insurance  experience  and  from  census  and  death  returns. 

B.  D.  M. 

RuBUTOW,  I.  M.    Standards  of  Health  Insurance.    Pp.v,322.    Price,  II.  50.    New 

York:  Henry  Holt  and  Company,  1916. 

Assuming  the  need  of  a  comprehensive  system  of  health  insurance  in  the 
United  States  and  the  fact  that  the  need  is  rapidly  coming  to  be  realized,  the 
author  treats  in  detail  the  various  problems  that  must  be  considered  in  drafting 
adequate- laws  dealing  with  the  subject.  The  problem  of  compulsion  is  handled; 
the  conclusion  reached  is  that  compulsory  insurance  is  necessary  for  all  persons 
earning  less  than  $1,200  or  (1,500  per  annum  if  the  problem  is  to  be  properly  met. 
The  fundamentals  of  a  comprehensive  system — medical  care,  sick  benefits,  mater- 
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tdty  benefits,  funeral  benefits — are  outlined.  Tbe  questions  of  coat  and  the  dis- 
tribution of  tbe  cost  are  carefully  discussed.  Tbe  author  suggests  that  two-fifths 
of  this  cost  be  borne  by  the  employer,  two-fifths  by  the  employee  and  the  remain-' 
ing  one-fifth  by  the  state.  The  administration  of  the  insurance  should  be  by 
mutual  associations  carrying  on  their  work  under  state  supervision.  Careful 
consideration  is  given  to  the  relation  of  any  plan  of  health  insurance  to  workmen's 
compensation  and  other  forms  of  social  insurance.  In  the  concluding  chapter 
estimates  of  cost  are  presented. 

Mr.  Joseph  P.  Chamberlain  has  contributed  an  appendix  on  the  constitu- 
tionality of  health  insurance  and  Alexander  Lambert  one  on  the  organization  of 
medical  aid. 

This  volume  is  timely  and  furnishes  an  interesting  brief  for  the  Model  Bill 
on  tbe  subject  prepared  by  the  American  Association  for  Labor  Legislation. 

A.  P. 

M  ANOTACTURIWQ   INDUBTBT 

Clark,  Victor  8.  History  of  Manufactures  in  At  United  State*,  1807-1880. 
Pp.  xii,  675.  Price,  $6.50.  Washington:  Carnegie  Institution  of  Washing- 
ton, 1916. 

This  is  the  second  of  the  contributions  to  American  economic  history  which 
have  been  written  under  the  auspices  of  the  Carnegie  Institution  of  Washington. 
The  work  of  cooperative  research,  which  was  begun  almost  fifteen  years  ago  under 
the  auspices  of  the  American  Economic  Association  and  under  the  general  direc- 
tion of  the  late  Carroll  D.  Wright,  is  now,  under  the  editorship  of  Professor  H.  W. 
Farnam,  beginning  to  yield  its  fruits. 

Of  the  twenty  chapters  in  the  present  volume  that  deal  with  the  history  of 
manufactures,  nine  cover  the  colonial  period,  eleven  the  period  between  1790  and 
I860.  Dr.  Clark  firat  describes  the  colonial  environment,  British  policy,  and  colo- 
nial legislation  affecting  manufactures.  There  was  an  abundance  of  raw  materials 
and  the  colonists  themselves  frequently  endeavored  to  stimulate  manufactures  by 
.  bounties,  land  grants,  and  similar  devices,  but  British  colonial  policy  was  against 
their  development,  while  greater  gains  were  to  be  had  in  the  more  direct  exploita- 
tion of  the  natural  resources.  But  with  the  improvement  of  transportation  facili- 
ties and  of  larger  home  markets  domestic  colonial  manufactures  began  to  expand. 
Scarce  and  unstable  currency,  however,  proved  a  disturbing  factor,  as  did  also 
the  scarcity  of  capital  and  labor.  Two  final  interesting  chapters  on  this  period 
deal  with  the  technology  and  organization  of  colonial  manufactures,  and  with  the 
sources  of  information. 

Manufactures  were  stimulated  by  the  cutting  off  of  foreign  supplies  during 
the  Revolution,  but  in  the  twenty-five  years  following  the  end  of  that  struggle 
they  suffered  greatly  from  competition  and  from  the  greater  profitableness  of  other 
industries.  However,  after  the  embargo  and  the  tariff  of  1816  they  began  to 
develop  steadily.  The  spread  of  the  factory  system  Dr.  Clark  attributes  quits 
as  much  to  the  growth  of  markets  in  the  South  as  to  the  invention  of  new  processes 
and  machines.  The  effects  of  tariff  legislation,  of  the  'development  of  better 
transportation  agencies,  and  of  a  more  plentiful  supply  of  capital  and  labor  are 
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treated  mmicceseive  chapters,  as  are  the  technical  progress,  the  organi*ation,  and 
the  general  distribution  of  manuf  act  urea.  Some  valuable  appendices  conclude 
the  volume. 

^ ,  One  is  inevitably  led  to  compare  this  work  with  that  of  Bishop,  which  covers 
practically  the  same  ground  and  for  so  long  has  been  the  single  authority  covering 
the  whole  field.  Dr.  Clark's  book  is  more  analytical  and  endeavors  to  explain  the 
movements  and  forces  of  each  period,  and  not  merely  to  chronicle  facts.  It  more- 
over takes  up  phases  of  the  subject  not  touched  upon  by  Bishop,  such  as  organisa- 
tion. 

All  in  all  it  constitutes  an  admirable  economic  history  of  manufactures). 
This  volume  is  apparently  the  work  of  Dr.  Clark  alone,  for  practically  no  acknowl- 
edgments of  the  preliminary  work  of  collaborators  in  this  field  are  made.  Yet  ft 
study  of  the  bibliography  reveals  the  fact  that  other  writers  had  prepared  mono- 
graphs which  have  been  used  in  the  preparation  of  the  completed  work.  A 
second  volume,  covering  the  period  from  1860  to  date,  is  promised. 

E.  L.  Bogart. 
University  of  lUinoit. 

MuBUHANDisioa:  Wholmam  and  Retail 

Nybthom,  Paul  H.    Economics  of  Retailing.    Pp.  zi,  407.    Price,  (2.00.     New 

York:    Ronald  Press  Company. 

In  presenting  this  book  to  the  public,  Mr.  Nystrom  has  done  a  real  service 
in  formulating  a  logically  discussed  text  relating  to  the  economic  principles  in  re- 
tailing. Most  previous  books  on  this  subject  have  been  purely  descriptive  in 
nature  without  mniring  the  reader  feel  the  working  force  of  the  many  principles 
involved.  Mr.  Nystrom,  however,  overcomes  this  defect  and  creates  in  us  a 
feeling  of  respect  for  our  present  retail  system  in  the  distribution  of  goods.  This 
book  could  be  used  by  any  class  wishing  to  exhaust  the  practical  and  theoretical 
discussions  involved  in  retail  selling.  The  chapters  are  arranged  in  logical  order, 
involving  the  old  and  new  systems  of  distribution,  the  present  status  of  retailing, 
the  necessity  for  profit  in  retailing,  and  the  human  element  related  both  to  sales- 
people and  consumer.  The  conflicting  elements  effecting  profit  both  to  the  re- 
tailer and  to  the  consumer  are  discussed  in  their  relation  to  store  location,  rent, 
and  the  various  institutions  of  distribution  which  have  arisen  therefrom;  namely, 
the  department  store,  chain  store  systems  and  mail  order  house.  As  the  name  of 
the  book  implies,  Economies  of  Retailing,  the  underlying  principles  of  economics 
are  applied  directly  to  every  practical  problem  found  in  the  retail  business  realm, 
with  a  projection  into  the  future  in  the  discussian  of  such  subjects  as  the  Failure 
Rate  and  the  Retail  Business,  Are  There  Too  Many  Retail  Stores,  and  The  Ideal 
Retailing  System. 
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ThANBPORTATION    and   Tbaffiu 
Wymond,  Mass.    Railroad  Valuation  and  Rate*.    Pp.  339.    Price,  $1.60     Chi- 
cago:   Wymond  and  Clark,  1916. 

This  is  a  book  by  an  engineer  who  baa  bad  "thirty  yean'  experience  in  con- 
nection with  the  promotion,  construction,  reconstruction,  operation  and  valuation 
of  railroads  as  an  engineer  in  the  service  of  railroad  corporations,  of  banking  in- 
stitutions, "  etc.  The  evident  purpose  of  the  author  was  to  state  in  an  elementary 
way  the  main  problems  connected  with  the  valuation  of  railroads  and  with  the 
determination  of  the  reasonableness  of  railroad  rates.  This  part  of  the  book  is, 
however,  preceded  by  four  chapters  upon  railroad  history,  promotion,  construc- 
tion and  capitalization.  These  preliminary  chapters  are  too  brief  and  general  to 
be  of  value.  Those  who  are  beginning  the  study  of  railroad  valuation  will  find 
the  volume  helpful.  The  author  is  not  critical.  In  a  conservative  spirit  he  point* 
to  some  of  the  dangers  of  present  methods  of  regulation  and  emphasises  the 
necessity  of  allowing  the  railroads  ample  revenues. 

£.  R.  J. 

ECONOMICS 

Adams,  Abthtjr  B.    Marketing  aj  Perishable  Farm  Product:    Pp.  180.   Price, 

$1.50.    New  York:  Columbia  University  Press,  1916. 

One  of  the  most  important  problems  of  the  present  day  is  discussed  in  this 
book.  A  careful  survey  is  made  of  the  different  methods  of  getting  perishable 
farm  products  from  the  producer  to  the  consumer.  The  several  steps  are  analysed 
and  the  weak  points  brought  out.  Some  of  the  reasons  for  the  difference  between 
what  the  fanner  receives  and  the  consumer  pays  are  losses  from  decay,  fluctuation 
in  prices,  cost  per  unit  for  transportation  and  distribution,  and  inefficient  methods 
and  dishonest  practices  of  middlemen. 

To  secure  cheaper  and  more  efficient  ways  of  carrying  on  market  processes 
three  general  lines  of  action  are  shown.  These  are  a  government  market  depart- 
ment to  conduct  interstate  commerce  in  perishable  goods,  standardisation  of 
grades  and  packages  and  the  elimination  of  unfair  business  practices.  Other 
factors  in  relieving  the  burden  of  the  present  system  are  readjusting  of  seasonable 
production,  reduction  of  the  perishability  of  the  goods,  and  the  development  of 
centralized  producing  sections.  The  book  is  valuable  in  pointing  out  definite 
defects  and  discussing  corrective  measures.  It  does  not  contribute  much  that  la 
new  to  the  solution  of  the  problem. 

N.  D.  H. 

Booast,  Ernest  Ludlow  and  Thompson,  Chablss  Manvbed.  Reading*  in  the 
Economic  History  of  the  UniUd  States.  Pp.  xxvii,  862.  Price,  $2.80.  New 
York:  Longmans,  Green  and  Company,  1916. 

The  intention  of  the  authors  in  writing  this  volume  was  to  supply,  for  classes 
studying  the  economic  history  of  our  country,  a  book  that  would  contain  in  one 
place  the  widely  scattered  material  necessary  to  supplement  a  systematic  text- 
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book  or  lectures.  It  aims  to  place  before  teachers  and  students  in  an  easily 
accessible  form  original  letters  and  essays  or  extracts  from  books  now  out  of  print, 
so  that  they  form  a  connected  story  of  the  economic  forces  that  have  shaped  our 
history.  To  accomplish  this  purpose  the  authors  have  drawn  from  the  writings  of 
men  contemporary  with  each  period  under  discussion,  interspersing  such  extracts 
with  official  documents  in  the  parts  of  the  book  devoted  to  the  years  since  our 
national  independence. 

Doctors  Bogart  and  Thompson  divide  their  material  into  three  periods: 
the  colonial,  extending  from  1583  to  1808 ;  the  formative  period  between  1808  and 
the  Civil  war;  and  the  era  of  expansion  that  began  with  Lee's  surrender  and  ex- 
tends to  our  own  time.  In  each  of  these  periods  the  selections  made  by  the 
authors  group  themselves  around  seven  main  topics,  namely:  (1)  agriculture, 
(2)  manufactures,  (3)  tariff,  (4)  commerce  and  transportation,  (S)  money  and 
banking,  (8)  labor,  and  (7)  movements  of  population.  The  emphasis  placed 
upon  each  of  these  subjects  changes,  of  course,  from  period  to  period;  for  ex- 
ample, commerce  has  much  more  space  devoted  to  it  in  the  first  period  than  in 
the  third  and  conversely  the  movement  of  population  of  necessity  receives  the 
most  attention  in  the  third  and  least  in  the  first. 

In  the  choice  of  subject  matter,  in  its  arrangement  and  in  its  apportionment, 
the  authors  have  accomplished  their  task  admirably,  with  the  result  that  the 
book  as  a  whole  and  upon  each  of  its  eight,  hundred  and  fifty  pages  is  a  valuable 
contribution  to  the  teaching  profession. 

MaJjCoij*  Kjcrn. 
VnwertUy  of  Pennsylvania. 

Elt,  BxCHABD  T.     The  Outlines  of  Economics  (rev.  and  enlgd.  ed.).    Fp.xiii,769. 

Price,  $2.10.    New  York:  The  Macmillan  Company,  1916. 

The  third  edition  of  Professor  Ely's  much  used  text  is  now  available.  The 
past  eight  years  have  been  fruitful  of  changes  in  economic  thought  and  in  economic 
activity.  It  was  to  take  account  of  these  that  the  present  revision  was  undertaken. 
This  has  involved  the  rewriting  of  many  parts  of  the  work.  The  discussion  of 
underlying  principles  has  been  expanded;  two  chapters — on  Business  Organisa- 
tion and  on  Economic  Activities  of  Municipalities — have  been  omitted  as  such; 
one  on  Labor  Legislation  has  been  added,  and  the  sequence  of  others  has  been 
altered.  All  of  these  changes  make  for  greater  unity  of  treatment  in  a  work  that 
already  showed  distinctively  serviceable  qualities. 

R.  C.  McC. 

POLITICAL  SCIENCE 

Babd,  Habbt  Ebwht.    South  America.    Brief  (hilling  of  Study  Suggestions. 

Pp.  68.    Price,  00  cents.    Boston:  D.  C.  Heath  and  Company,  1916. 

In  a  small  volume  of  sixty  eight  pages  Dr.  Bard  has  prepared  a  most  useful 
outline  or  syllabus  for  the  study  of  Latin-American  political,  economic  and  social 
conditions.  The  greater  part  of  the  book  is  devoted  to  a  carefully  selected  bibli- 
ography which  will  be  of  much  service  to  that  rapidly  increasing  body  of  citisens 
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who  m  interested  in  learning  something  About  the  physical  and  intellectual 
environment  of  the  continent  on  which  they  are  living.  This  little  book  will 
stimulate  an  interest  in  the  more  careful  and  serious  study  of  Latin-American 
institutions. 

L.8.B. 

Caeltle,  R.  W.  and  Cablyle,  A.  J.   A  HistoryofMedueval  Political  Theory  in  the 
West.    Volume  III,  (from  the  tenth  to  the  thirteenth  century.)    Pp.  xvii, 
201.    Price  $3.00.    New  York:  G.  Putnam's  Sons,  191ft. 
This  volume  keeps  up  the  standard  of  those  preceding.    From  a  large  and 
confused  mass  of  material  the  author  has  sought  to  separate  the  ideas  which  be- 
came dominant  in  the  political  thought  or  pointed  the  way  to  new  developments 
in  Western  Europe  from  the  tenth  to  the  thirteenth  century. 

The  first  portion  of  the  book  outlines  the  influence  of  feudalism  on  political 
theory.  Contrary  to  the  prevailing  belief  the  author  maintains  feudalism  did  not 
check  the  advance  of  political  thinking.  It  emphasised  the  subjection  of  the 
entire  community  to  law,  the  contract  relation  between  lord  and  vassal  with  its 
rules  binding  both  parties — ruler  as  well  as  ruled.  The  idea  of  a  loyalty  to  the 
king,  above  the  lord  was  an  important  factor  in  the  rise  of  nationalistic  thinking. 
The  second  part  of  the  book  deals  with  the  relations  of  the  theories  of  natural 
_  law,  equality  and  the  doctrine  of  the  divine  right  of  political  authority.  It  is 
shown  that  the  real  meaning  of  the  latter  is  that  it  is  the  divine  function  of  politi- 
cal authority  to  maintain  justice.  Law  is  the  embodiment  of  justice.  These 
statements  are  the  premises  to  the  final  conclusion  that  the  relation  between  ruler 
and  people  is  contractual  and  involves  a  mutual  obligation  to  mainfjin  justice 
and  law. 

C.L.J. 

Davidson,  William  L.    Political  Thought  in  England.    Pp.  2S6.    Price,  £0  cents. 

New  York:  Henry  Holt  and  Company,  1916. 

This  work  is  made  up  of  eleven  suggestive  chapters.  The  introductory  one 
discusses  utilitarianism  as  a  philosophy  and  a  movement;  four  deal  with  the  con- 
tribution of  Jeremy  Bentham,  two  with  that  of  James  Mill,  three  with  that  of 
John  Stuart  Mill  and  one  with  those  of  George  Grote,  John  Austin  and  Alex- 
ander Bain.  Utilitarianism  is  treated  as  a  modern  philosophical  theory  in  ethics 
and  politics  which  has  its  roots  in  the  age-long  interest  in  human  well-being. 
This  theory  found  its  counterpart  in  "practical  efforts  to  ameliorate  the  con- 
ditions of  human  life  on  rational  principles,  and  to  raise  the  masses  through 
effective  state  legislation. "  No  more  significant  and  thought-provoking  discus- 
sion of  this  movement  has  been  printed  than  that  afforded  by  this  little  volume. 

R.  C.  McC. 

Grottos,  Hdoo.  The  Freedom  of  the  Seas.  (Trans,  with  a  revision  of  the  Latin 
Text  of  1633  by  Ralph  Van  Deman  Magoffin,  and  edited  by  James  Brown 
Soott).    Pp.xv.83.    Price,  11.00.    New  York:Oxford  University  Press,  1018. 
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McLakbn,  W.  W.     A  Political  History  of  Japan  During  the  Maji  Bra,  18V7-19M. 

Pp.379.    Price,  $3.75.    Hew  York:    Charles  Scribner's  Sons,  1016, 

The  title  of  this  book  appears  to  be  more  or  less  of  a  misnomer.  It  is  not  so 
much  a  general  political  history  of  Japan  during  the  Meiji  Era  as  t  history  of 
certain  political  tendencies  and  of  such  political  institutions  as  the  Daijokwan 
(Council  of  State),  the  Privy  Council,  the  various  Cabinets,  and  (since  1890)  the 
numerous  sessions  of  Japanese  Diets. 

The  work  is  divided  into  two  parts.  Part  I,  entitled  "The  Reconstruction 
Period"  includes  chapters  on  The  Restoration  Movement,  The  Abolition  of 
Feudalism,  The  Reconstruction  of  Government,  and  so  forth.  Part  II,  on  "The 
Parliamentary  Regime"  apparently  deals  with  such  topics  as  The  Chino-Japanese 
War,  The  Russo-Japanese  War,  The  End  of  the  Meiji  Era,  etc.  But  the  reader 
will  find  that  these  chapter-headings  serve  to  mark  off  periods  of  time  rather  than 
as  indioee  of  the  subject  matter. 

To  those  acquainted  with  Professor  McLaren  as  a  man  or  with  his  work  as  a 
scholar,  this  volume  will  be  somewhat  disappointing.  His  knowledge  of  the  sub- 
ject is  undoubtedly  thorough  sad  comprehensive,  but  it  is  here  presented  in  a 
particularly  dry  and  unattractive  form.  For  example,  each  cabinet  change  is 
carefully  chronicled  and  the  work  of  each  session  of  the  Diet  accurately  summa- 
rised. Besides,  though  the  tone  of  impartial  treatment  is  maintained  throughout, 
the  work  is  not  free  from  a  very  pronounced  anti-Japanese  bias. 

The  book  is  not  without  its  merits.  The  author  is  without  illusions  regard- 
ing the  democratic  or  representative  character  of  Japanese  institutions  or  the 
pacific  tendencies  of  the  Japanese  peoples.  Its  main  thesis  is  perhaps  that  the 
Japanese  are  an  essentially  militaristic  nation  led  and  controlled  (and  it  should 
be  added,  partly  held  in  leash)  by  a  bureaucratic  clan  oligarchy.  The  history 
and  characteristics  of  this  oligarchy  during  the  Meiji  period  are  very  carefully 
traced,  There  is  perhaps  too  much  assumption  insufficiently  supported  by 
evidence,  but  there  can  be  no  question  of  the  substantial  accuracy  of  the  author 's 
descriptions  of  political  corruption  and  the  evil  tendencies  inherent  in  clan  govern- 
ment. Whether  his  assumption  of  a  well-defined,  unscrupulous  and  aggressive 
foreign  policy  in  respect  to  China  is  equally  well-founded  remains  to  be  demon- 
strated or  disproven  by  future  events. 

Alios  Hebbzzt. 
Indiana  University. 

Pp.  iz,  2S1.    Price,  7  s. 

The  purpose  of  this  monograph  is  apparently  to  show  the  defects  of  govern- 
ment-managed industries,  and  so  far  as  tobacco  manufacture  is  concerned,  the 
effort  is  entirely  successful.  The  author  presents  brief  sketches  of  the  State 
tobacco  monopoly  in  France,  Italy,  Austria,  Japan,  Spain  and  Sweden.  He 
shows  the  financial  results,  the  popular  verdict  on  the  quality  of  goods  produced, 
and  the  unbusinesslike  management  of  the  public  authorities.  Outside  of  France 
his  sources  of  information  seem  to  have  been  meager,  but  there  is  undoubtedly 
9  verdict  against  government  control  in  all  the  countries  treated. 
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It  ia  unnecessary  to  empbasiie  the  point  that  the  author's  conclusions,  founded 
on  a  single  industry,  are  not  to  be  applied  without  reserve  to  all  government  undet- 

J.  T.  Y. 

Milmsb,   THOI1AS  F.     Our  Eastern  Question.     Pp.  643.     Price,   $5.00.     New 

York:  The  Century  Company,  1916. 

Hobnbkck,  Stanley  K.    Contemporary  Politic!  in  the  Far  Bait.    Pp.  xii, 

466.    Price,  $3.00.    New  York:  D.  Appleton  and  Company,  1916. 

Our  Eastern  Question,  a  sequel  to  Mr.  Millard  'a  earlier  work,  America  and  the 
Far  Eastern  Question,  describee  the  insatiable  ambition,  and  the  limitless  aggres- 
sion, actual  and  seemingly  contemplated,  of  Japan — especially  the  purpose  or 
expectation,  attributed  to  Japan,  of  a  conflict  with  the  United  States.  There  is 
no  difficulty  in  showing  by  a  mere  narrative  that  Japan  in  her  recent  dealings  with 
China,  particularly  the  treaty  of  1915  and  her  policy  in  Shantung,  has  surpassed 
even  the  standards  of  lawlessness  and  faithlessness  established  by  the  common 
practice  of  the  European  powers  in  the  East.  In  general,  Mr.  Millard  seems 
pretty  well  to  have  justified  also  the  warning  which  is  hie  chief  purpose.  His 
indictment  of  Japan  is  confirmed  by  the  details  of  Professor  Hornbeck's  less  ar- 
gumentative recital  of  events. 

The  achievement  by  Japan  of  her  evident  wish  to  control  the  economic  life 
of  China  not  through  economic  merit  but  by  the  sword  (to  say  nothing  of  any 
further  steps  along  the  same  path)  would  evidently  constitute  a  calamity  for  our- 
selves and  to  the  human  race.  In  final  analysis,  the  queetion  is  whether  our  nation, 
with  its  devotion  to  the  ways  of  peace  and  its  scant  appreciation  of  international 
relations,  is  capable  of  facing  boldly  and  at  great  probable  cost  the  duty  to  the 
world  and  to  ourselves  which  this  situation  forces  upon  "us.  The  hope  of  Japan 
consists  largely  in  the  belief  that  we  are>  incapable  of  rousing  ourselves,  under  any 
circumstances  to  such  a  duty. 

Professor  Eornbeck  has  given  us  an  excellent  introduction  to  the  subject 
which  gives  title  to  his  book,  with  chapters  on  the  recent  political  history  of  China 
and  Japan  (including  accounts  of  the  chief  political  groups  and  parties  in  each 
country)  and  on  the  mutual  relations  of  these  states  and  their  relations  to  the 
chief  nations  of  Europe  and  America.  Appendices  in  each  book  give  a  large  mass 
of  valuable  documents.  Mr.  Millard's  work  is  seriously  defective  in  having  no 
sort  of  index  and  a  very  summary  table  of  contents. 

A.  P.  WlNHTON. 

Washington,  D.  C. 

Pobtbb,  Robert  P.    Japan:  the  New  World  Power.    Pp.  xxiv,  789.    Price, 

$2.50.    New  York:  Oxford  University  Press. 

In  1911  Mr.  Robert  P.  Porter  published  The  Full  Recognition  of  Japan  tor 
the  purpose  of  giving  an  account  of  the  political  and  economic  history  of  Japan 
down  to  the  time  when  it  was  accorded  full  rights  of  sovereignty  by  the  powers  of 
the  world.  The  present  book  upon  Japan:  the  New  World  Power  is  a  revision  of 
the  previous  work  and  contains  the  record  of  the  progress  made  by  Japan  since 
1910. 
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Any  single  volume  that  tells  the  whole  story  of  Japan,  past  and  present, 
geographic,  political,  economic  and  social,  must  necessarily  deal  more  or  leas 
superficially  with  the  subjects  considered.  The  present  volume,  however,. contains 
a  good  selection  of  material  and  every  chapter  is  packed  full  of  pertinent  data. 
Any  one  desiring  to  make  a  special  study  of  Japan  will  do  well  to  begin  with  a 
survey  such  as  Mr.  Porter's  volume  presents.  There  are  two  good  maps  and  a 
useful  index.    The  volume  is  well-balanced,  interesting  and  instructive. 

E.  R.J. 

SOCIOLOGY 
CoNxnot,  E.  G.    Heredity  and  Environment  in  the  Development  of  Men.     (2nd 

ed.).   Pp.  xvi,  550.    Price,  $2.00.    Princeton:  Princeton  University  Press, 

1016. 

Barring  a  few  new  diagrams  and  changes  in  a  couple  of  chapters,  this  edition 
is  practically  the  same  ss  the  first.  The  author  is  to  be  congratulated  that  a  new 
edition  has  been  called  for  so  soon.  The  volume  has  proved  extremely  useful  in 
classes  interested  in  studying  social  backgrounds  and  to  a  large  group  of  readers 
who  have  wanted  to  know  something  of  present  biology. 

C.K. 


The  great  race,  whose  ultimate  disappearance  the  author  fears,  is  the  tall, 
long-headed,  blond,  of  northern  Europe,  called  the  Nordic.  He  feels  that  in  Eu- 
rope and  America  the  short,  dark  Mediterranean  race,  and  the  taller,  round-headed 
Alpine  race  are  coming  to  the  top,  while  the  more  highly  specialised  and  more 
energetic  Nordic  is  losing.  While  this  viewpoint  is  by  no  means  new,  it  has  never 
been  better  presented.  Of  special  value  is  the  historical  sketch  of  the  appearance 
and  distribution  of  these  three  great  races  in  Europe.  Brevity  often  forces  a 
more  dogmatic  opinion  than  the  author  probably  holds,  but  so  many  extreme 
statements  are  made  that  the  reader  often  wonders  what  evidence  there  is.  Little 
mention  is  made  of  other  writers,  and  even  in  the  bibliography  the  names  of  Amman, 
Lapouge,  Reibmayr,  Schallmaier,  who  have  advocated  similar  claims,  and  oppo- 
nents like  Finot  and  Novicow,  are  omitted.  In  spite  of  many  defects  the  posi- 
tion of  the  author  has  much  to  commend  it.  The  volume  should  be  studied 
by  all  who  are  interested  in  the  future  of  our  own  country,  and  in  democracy  at 


Oltvbb,  Bib  Thomab.  Occupation*  from  the  Social,  Hygienic  and  Medical  Point* 
ofViea.  Pp.x.110.  Price,  SI. 80.  New  York:  G.  P.  Putnam's  Sons,  1918. 
Kobbb,  George  M.  and  Hanson,  William  C.  (Ed.  by).  Diseases  of  Occu- 
pation and  Vocational  Hygiene,  Pp.  xxi,  018.  Price,  $8.00.  Philadelphia: 
P.  Blakis ton's  Son  and  Company,  1016. 
Widely  differing  in  content  and  aim,  these  two  volumes  indicate  the  rapid 

growth  in  appreciation  of  the  dangers  to  health  and  common  welfare  presented  by 
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many  of  our  industrial  processes.  The  first  volume,  by  the  author  of  one  of  the 
standard  works  on  the  subject  (Disease*  a)  Occupation),  treats  in  moat  readable  fash- 
ion of  the  air  we  breathe,  the  influence  of  workshops,  the  relation  of  work  and 
efficiency,  provisions  for  the  health  of  the  worker,  the  choice  of  careers,  the  dif- 
ferent reactions  to  industrial  processes  and  poisons,  the  choice  of  a  career  and  the 
dangers  of  gases  and  electricity.  It  will  prove  valuable  and  interesting  to  public 
health  workers,  and  will  give  much  information  to  the  general  citizen  who  wants 
a  bird's-eye  view  of  the  subject. 

The  second  volume  is  the  largest  and  most  complete  handbook  the  writer 
of  this  note  has  seen.  To  it  some  twenty-nine  men  and  women  from  Europe  as 
well  as  America  have  contributed,  in  addition  to  the  editors.  Among  these  are 
not  only  physicians  and  teachers  but  engineers,  statisticians,  public  health  officials 
and  social  workers.  Each  topic  is  discussed  in  detail  and  definite  medical 
suggestions  are  made  so  that  it  becomes  at  once  a  valuable  handbook  for  the 
practising  physician.  The  material  is  presented  in  such  fashion  that  it  becomes 
likewise  an  indispensable  reference  book  for  all  who  are  interested  in  manufactur- 
ing and  the  influence  of  industrial  life  on  social  conditions. 

The  book  is  divided  into  three  main  divisions.  In  the  first  we  find  the  dis- 
cussion of  Specific  and  Systemic  Diseases  of  Occupation,  Fatigue  and  Neuroses, 
Occupational  Affections  of  the  Nose,  Mouth,  Throat,  Eye  and  Ear  (414  pages). 
Part  II  deals  with  the  Etiology  and  Prophylaxis  of  Occupational  Diseases,  Voca- 
tional Hygiene,  including  the  liberal  professions  as  well  as  fanners  and  general 
manufactures  (346  pages).  Part  III  considers  The  Function  of  Clinics  in  the 
Prevention  of  Occupational  Diseases  (with  an  account  of  the  Clinic  at  Milan), 
Statistical  Studies  and  Legislation  and  Governmental  Study  for  the  Prevention 
of  Occupational  Diseases. 

It  is  impossible  in  the  space  assigned  me  for  this  note  to  do  more  than  thus 
hint  at  the  contents.  Though  not  a  medical  man,  I  have  found  great  pleasure 
and  profit  in  the  hours  spent  in  reading  this  volume  and  in  looking  up  many 
points  on  which  I  desired  information.  It  is  a  storehouse  of  knowledge  and  win 
be  immensely  useful  to  the  teacher  of  economics  and  sociology,  to  the  business 
man,  and  to  insurance  officials,  as  well  as  to  those  in  charge  of  public  health 
work  or  the  care  of  the  sick.    It  deserves  a  place  in  every  college  or  public  library, 

Carl  KuianT. 
University  of  Penntyharaa. 

Paths,  Gkosoi  Hknbt.     The  Child  in  Human  Progrta*.    Pp.  six,  400.    Price, 

$2.50.     New  York:  O.  P.  Putnam's  Sons,  1910. 

The  author  began  to  study  the  origin  of  the  child  protective  movement  in  the 
United  States,  but  continued  until  he  had  studied  the  attitude  toward  children  in 
the  ancient  Far  East,  in  Egypt,  Arabia,  Assyria,  Greece,  Rome,  medieval  and 
modem  Europe,  colonial  and  nineteenth  century  America  and  among  some 
primitive  peoples.  He  closes  with  a  sketch  of  the  Society  for  the  Prevention  of 
Cruelty  to  Children  of  New  York.  While  the  book  is  practically  limited  to  a 
description  of  the  various  forms  of  neglect,  cruelty  and  abuse  from  which  children 
have  suffered,  it  nevertheless  gives  to  the  student  of  child  welfare  a  historical 
perspective  which  no  other  book  has  given. 
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The  book  does  not  attempt  to  trace,  development  in  any  systematic  way  ex- 
oept  by  the  method  of  citation  and  brief  discussion  of  a  multitude  of  writers  in 
many  lands  and  ages,  each  of  whom  describes  in  concrete  terms  the  treatment 
which  children  of  his  day  received-  From  such  data,  however,  the  reader  can  see 
for  himself  the  changes  in  attitude  and  feeling  toward  children,  on  which  founda- 
tions all  efforts  toward  the  positive  and  constructive  phases  of  child  welfare  have 
been  based. 

For  its  selected  bibliography  and  specific  citation  of  contemporary  writers 
the  book  is  especially  valuable. 

H.  W.  T. 

Wolfs,  Albert  B.    Reading*  fa  Social  Problems.    Pp.  riii,  804.    Price,  12.80. 

Boston:   Ginn  and  Company,   1916. 

The  social  problems  discussed  in  this  book  of  readings  are  five-fold:  immigra- 
tion, marriage  and  divorce,  the  woman  problem,  the  negro  problem,  and  an  in- 
terrelated group  of  population  problems.  The  latter  includes  such  subjects  as 
the  Malthusian  theory  of  population,  the  declining  birth  rate,  socialism  and 
population,  eugenics,  infant  mortality,  and  the  ethics  of  population  policies.  The 
editor's  comments  introduce  the  discussion  of  each  problem.  References  are 
given  at  the  close  of  the  discussion  of  each  specific  topic.  These  bibliographical 
references  are  well  chosen  and  usable. 

The  difficulties  inherent  in  selecting  readings  for  such  a  range  of  fundamental 
social  problems  are  apparent.  But  little  space  can  be  devoted  to  some  phases 
of  a  topic  which  deserve  a  more  comprehensive  discussion.  Sometimes  inter- 
relationships can  only  be  touched  upon.  For  example,  the  close  nexus  between 
the  marriage  and  divorce  situation  and  the  economic  and  social  status  of  woman 
can  hardly  be  developed  and  emphasized  in  the  logical  manner  which  it  deserves 
where  different  authors  are  discussing  detailed  limited  fields  of  the  general  prob- 
lem. However,  such  difficulties  are  inherent  in  a  book  of  readings  and  the  com- 
ments of  the  editor  in  introducing  each  set  of  problems  are  helpful  Moreover, 
the  general  excellence  of  the  selections  will  lead  the  thoughtful  reader  to  see  the 
fundamental  relationships  of  these  various  problems. 

J.  G.  3. 
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REPORT  OF  THE  BOARD  OF  DIRECTORS,  YEAR  ENDING 

DECEMBER  31,  1916,  AMERICAN  ACADEMY  OF 

POLITICAL  AND  SOCIAL  SCIENCE 

I.  Review  op  the  Academy's  Activittbs 
The  gravity  of  the  domestic  and  international  problems  eon- 
fronting  the  country  demonstrates  clearly,  if  further  demonstration 
work  were  necessary,  the  importance  of  the  service  which  an 
organisation  such  as  the  Academy  is  called  upon  to  perform.  The 
international  situation  confronting  the  country  is  in  many  respects 
so  novel,  involving  so  many  problems  which  have  heretofore  been 
far  from  the  sphere  of  thought  of  the  American  people,  that  it  is  a 
matter  of  vital  importance  that  these  questions  be  subjected  to  the 
most  careful  and  searching  scrutiny,  and  that  the  best  thought 
on  the  subject  be  made  available  to  the  people  of  the  country. 
Vital  as  our  present  international  problems  are,  they  are  hardly  less 
important  than  the  new  domestic  questions  which  the  country  is 
called  upon  to  solve.  While  these  questions  have  in  some  respects 
been  rendered  more  acute  by  reason  of  the  great  war,  they  would 
have  demanded  early  solution  even  if  the  war  had  not  taken  place. 
An  organization  such  as  the  Academy  cannot  take  its  mission 
too  seriously;  in  fact,  while  the  Academy  1b  one  of  a  large  group  of 
national  associations,  devoting  exclusive  attention  to  the  considera- 
tion of  the  great  public  questions  confronting  the  country,  it  can 
easily  lay  claim  to  being  the  leader  among  these  organizations,  owing 
to  its  breadth  of  scope  and  to  the  fact  that  it  enjoys  the  cooperation 
of  so  large  a  number  of  scientists  and  thinkers  in  foreign  countries. 
I  am  sometimes  inclined  to  doubt  whether  the  members  of  the 
Academy  fully  realize  the  difficulty  and  delicacy  of  the  task  con- 
fronting our  editorial  council.  They  must  attempt  to  foresee 
the  questions  which  will  be  in  the  foreground  of  public  attention 
one  and  even  two  years  hence,  in  order  that  the  members  of  the 
Academy  may  have  before  them  the  best  thought  on  the  subject 
which  the  nation  is  called  upon  to  face.  We  all  owe  a  debt  of 
gratitude  to  Dr.  King  and  to  his  associates  on  the  council  for  the 
extraordinary  efficiency  and  foresight  they  have  shown  in  the  con- 
duct of  the  Academy's  publication  work. 
333 
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During  the  past  year  we  again  have  had  requests  from  a 
number  of  our  members  to  undertake  the  organization  of  local 
centers  in  different  parts  of  the  United  States.  Your  Board  has 
called  attention  to  this  question  on  several  occasions  and  feels  that 
it  is  only  a  question  of  time  when  the  Academy  will  have  to  under- 
take such  a  plan.  This  will  involve  a  far  more  elaborate  organisa- 
tion than  we  have  at  the  present  time  and  will  add  very  greatly 
to  the  responsibilities  of  those  directing  the  Academy's  work. 

Your  Board  again  desires  to  call  attention  to  the  pressing  needs 
of  an  Endowment  Fund,  which  will  enable  the  Academy  to  conduct 
investigations  on  a  much  larger  scale  than  has  heretofore  been 
possible  and  will  also  enable  us  to  secure  the  Academy  building  of 
which  we  stand  in  such  great  need. 

II.    Publications 
During  the  year  1916  the  Academy  has  published  a  series  of 
volumes  which  have  brought  together  the  best  thought  of  the 
country  on  the  important  problems  with  which  these  volumes  deal: 
January — National  Industries  and  the  Federal  Government 
March — Public  Administration  and  Partisan  Politics 
May — Personnel  and  Employment  Problems  in  Industrial 

Management 
July — Preparedness  and  America's  International  Program 
September — New  Possibilities  in  Education 
November — America's  Changing  Investment  Market 

III.    Meetings 

During  the  year  1916  the  Academy  has  held  the  following 
meetings: 

January  29 — Some  Aspects  of  the  Present  Situation  in  China 

February  19 — Transformation  of  Rural  Ireland 
Social  Work  in  Ireland 

April  28-29    (20th  Annual  Meeting) — What  Program  shall 
the  United  States  stand  for  in  International  Relations? 

November  10 — The  Purposes  and  Ideals  of  the  Mexican  Revolu- 
tion 

December  16— The  Real  Significance  of  Preparedness 
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IV. 

The  membership  of  the  Academy  on  the  31st  of  December,  1915, 
was  5,886,  with  a  subscription  list  of  924.  Of  the  5,866  members, 
1,328  are  residents  of  Philadelphia,  4,291  of  the  United  States 
outside  of  Philadelphia,  and  247  foreign.  Of  the  924  subscribers, 
4  are  from  Philadelphia,  833  from  the  United  States  outside  of 
Philadelphia  and  87  from  foreign  countries.  Compared  with  the 
membership  on  the  31st  of  December,  1915,  we  find  that  in  the 
Philadelphia  membership  there  is  a  gain  of  109,  in  the  membership 
in  the  United  States  outside  of  Philadelphia  220,  and  in  the  foreign 
membership  15,  or  a  total  gain  of  344.  In  the  subscription  list 
there  is  a  gain  of  52  in  the  United  States  outside  of  Philadelphia 
and  in  the  foreign  subscriptions  12,  or  a  total  gain  of  64.  The  total 
gain  during  the  year  1916  in  the  combined  membership  and  sub- 
scriptions lists  is  408. 

During  the  year  the  Academy  has  lost  through  death  56  of  its 
members,  two  of  whom  were  life  members. 


Felipe  Barreda  y  Osma 


Foreign 
Arthur  Orlando 

Philadelphia 


Ramon  Ribeyro 


Joshua  L.  Baily 
Clarence  L.  Butler 
Mrs.  Herbert  Cassard 
Henry  T.  Dechert 
Abraham  Gruber 
William  H.  Heisler 
E.  Smith  Kelly 


M.  L.  Kohler 
David  P.  Leas 
A.  B.  Loeb 
John  Pitcairn 
Joseph  Richardson 
S.  Ashton  Souder 
Milton  C.  Stein 


Wirt  Adams 

J.  H.  Brock 

Massena  Bullard 

B.  F.  Burwell 
•J.  D,  Casasus 

Thomas  J.  Conaty 
•Eckley  Brinton  Coxe,  Jr. 

•Jjfo  member- 


M.  Lasker 

C.  A.  Locke 

SethLow 

E.  P.  Marshall 

Charles  F.  Mills 

Mrs.  Susan  L.  Mills 

Rufus  J.  Palen 
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Boyd  Crumrine  ,                    John  E.  Parsons 

J.  A.  DeBoer  J.  A.  Patten 

Sylvester  C.  Dunham  Norman  B.  Ream 

Frederick  H.  Eaton  Walter  P.  Stokes 

William  Seymour  Edwards  Frank  J.  Symmes 

Isaac  Henry  Ford  Henry  H.  Truman 

Eliseo  Giberga  J.  F.  Vaile 

John  Hopewell  E.  P.  Wenger 

Michael  Jenkins  Gustav  E.  Westfeldt 

David  Kay  Horace  White 

Edward  Kent  Elbert  Wing 

Miss  Elizabeth  G.  King  P.  B.  WorraU 
J.  Langeloth 

The  death  of  these  members  has  deprived  the  Academy  of 
some  very  warm  friends  and  enthusiastic  workers. 

During  the  year  the  Academy  has  lost  by  resignation  457  of  its 
members  and  27  subscribers,  while  857  members  and  91  subscribers 
have  been  added  to  the  list. 

In  addition  to  the  resignations  and  deaths,  there  are  being 
held  for  two  years  to  December  31,  1915,  212  members  for  non- 
payment of  membership  dues.  This  would  further  reduce  the 
membership  to  5,354,  and  make  the  total  gain  in  membership  132. 

V.    Financial  Conoition 

The  receipts  and  expenditures  of  the  Academy  for  the  fiscal 
year  just  ended  are  clearly  set  forth  in  the  Treasurer's  report.  The 
accounts  were  submitted  to  Messrs.  E.  P.  Moxey  and  Company 
for  audit  and  a  copy  of  their  statement  is  appended  herewith. 

In  order  to  lighten  the  burden  of  expense  incident  to  the 
Annual  Meeting  a  special  fund  of  $1,400  was  raised.  The  Board 
takes  this  opportunity  to  express  its  gratitude  to  the  contributors  to 
this  fund. 

Conclusion 

One  of  the  purposes  which  your  Board  has  constantly  kept  in 
mind  has  been  to  bring  our  members  into  closer  relations  with  one 
another.  Through  such  close  relationship  the  Academy  can  greatly 
strengthen  its  national  influence.  Our  members,  both  in  this 
country  and  abroad,  should  be  made  to  feel  that  they  are,  in  a  sense, 
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representatives  of  the  Academy  and  fully  to  discharge  their  obliga- 
tions toward  the  Academy  should  make  themselves  centers  of 
Academy  influence.  We  must  build  up  a  great  cooperative  or- 
ganization for  the  education  of  public  opinion.  With  each  year 
we  are  coming  nearer  to  this  goal  but  we  can  only  reach  it  through 
the  devotion  and  enthusiasm  of  our  members. 

Your  Board  desires  to  take  this  opportunity  to  express  deep 
appreciation  and  gratitude  to  that  increasing  body  of  Academy 
members,  who  are  giving  bo  much  time  and  thought  to  the  work 
of  our  organization. 

January  11,  1917. 

CHARLKS  J.  R.HOADB,  ESQ.,  TrEAB., 

American  Academy  of  Political  &  Social  Science,  Philadelphia, 
Pa. 

Dear  Sir: — We  herewith  report  that  we  have  audited  the  books 
and  accounts  of  the  American  Academy  of  Political  &  Social  Science 
for  its  fiscal  year  ended  December  SI,  1916. 

We  have  prepared  and  submit  herewith  statement  of  receipts 
and  disbursements  during  the  above  indicated  period,  together  with 
statement  of  assets  as  at  December  31, 1916. 

The  receipts  from  all  sources  were  verified  by  a  comparison 
of  the  entries  for  same  appearing  in  the  Treasurer's  cash  book  with 
the  record  of  bank  deposits  and  were  found  to  be  in  accord  there- 
with. 

The  disbursements,  as  shown  by  the  cash  book,  were  supported 
by  proper  vouchers.  These  vouchers  were  in  the  form  of  cancelled 
paid  checks  or  receipts  for  moneys  expended.  These  were  examined 
by  us  and  verified  the  correctness  of  the  payments  made. 

The  investment  securities  listed  in  the  statement  of  assets 
were  examined  by  us  and  were  found  to  be  correct  and  in  accord  with 
the  books. 

As  the  result  of  our  audit  and  examination  we  certify  that 
the  statements  submitted  herewith  are  true  and  correct. 
Yours  respectfully, 

Edward  P.  Mozet  &  Co., 
Certified  Public  Accountants. 
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«  Cash  on  Hand  January  1, 1916 $5,694.10 

Receipt* 

Annual  Subscriptions $24,388.23 

Life  Membership 400.00 

Special  Contributions 1,493.00 

Subscriptions  to  Publications 4,082.06 

Sales  of  Publications 4,388.23 

Income  from  Investments 4,043 ,75 

Interest  on  Deposit 189 .07 

Miscellaneous  Receipts 184.02 

Exchange  of  Seouritiea 150.00        30,268.65 

Total  Receipt*  $44£63 .05 

Disbursements 
Office  Expense: 

Offico  Salaries $4,439.75 

Supplies,  Repairs  and  Rental 296.96 

Stationery  and  Printing 286 .  10 

Telephone  and  Telegraph 85.37 

Postage 637 .87 

Freight,  Express  and  Carfares 8.21 

General  Expense 109 .62       16,742.80 

Philadelphia  Meetings: 

Salaries $110.00 

Hall  Rente 610.00 

Stationery  Supplies,  Engr.  and  Printing  776.68 

Clerical  Services 67.03 

Expense  of  Speakers 625 .23 

Postage 289.89 

Telephone  and  Telegraph 30.16 

Carfare,  Newspapers  and  Sundries  .. .  6.73        2,416.61 

Publicity  Expense: 

Salaries $1,340.68 

Pamphlets,  Cards  and  Advertising 496.84 

Postage 498.06 

Stationery  and  Repairs 321.66        2,666.63 

Publication  of  Annalt: 

Salaries $3,483 .10 

Printing 10,297.17 

Reprints 1,019.61 

Rinding 681.90 

Postage....!, 1,323.18 
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Advertising (312.90 

Stationery  Supplies  and  Repairs 856.34 

Carfare,  Express  and  Sundries 177 .93 

Telephone  and  Telegraph 108 .48 

Storage  and  Imuraiioe .,  63 .09       18,322 .05 


Investment*  Purchased $9,856.00 

Interest  Premiums  and  Commission . 15 .63        9,870 .  63      39,007 .72 


Balance  December  31,  1916  $5,856.33 


35,000.00    Baldwin  Locomotive  Works $4,975.00 

1st  Mtg.  5'b—  1940— M.  &  N. 
10,000.00     Canadian  Pacific  Railway 9,701.25 

Equipment  Trust  41's,  Set.  T— 1928— -J.  &  3. 
5,000 .00    Chesapeake  &  Ohio  Railway 4,929 .62 

Equipment  Trust  41's,  8er.  H— 1922-1924—  J.  A  D. 
5,000 .00    Choctaw,  Oklahoma  &  Gulf  R.  R.  Co 5,000.00 

Gen'l  5'e— 1919-^J.  &  J, 
5,000.00    City  of  Macon,  Ga. 5,000.00 

Water  Works  41's—  1932-^J.  A  J. 
5,000.00    like  Shore  A  Michigan  Southern  Ry.  Co 4,801.25 

Deb.  4's— 1928— M.  A  S. 
5,000 .00    Lehigh  Valley  Transit  Co 4,387 .50 

1st  Mtg.  4's— 1936— M.  &  8. 
3,000.00    Market  Street  Elevated  Passenger  Ry.  Co 2,786.25 

1st  Mtg.  4's— 1965— M.  A  N. 
3,500 .00    Mortgage  Note,  C.  R.  McFarland,  Tampa,  Fla. 8,600 .00 

3  yra.  at  6%  dated  Dec.  16,  1909 
5,000 .00    New  York  and  Erie  Railway 5,000.00 

2nd  Mtg.  5's— 1919— M.  A  8. 
4,000.00    New  York  and  Erie  Railway 3,955.00 

3rd  Mtg.  41's— 1923— M.  A  S. 
5,000.00    New  York  Central  A  Hudson  River  R.  R. 4,540.00 

Deb.  4's— 1934— M.  A  N. 
3,000.00    ftaiia.&  New  York  Canal  &R.R.  Co 3,000.00 

Cons.  Mtg.  4i's— 1939— A.  A  O. 
3,000.00     Pittsburg,  Bessemer  A  Lake  Erie 3,000.00 

Cons.  1st  Mtg.  6's— 1947--J.  4  J. 
3,000.00    St.  Louis  A  Merchants  Bridge  Co 8,000.00 

1st  Mtg.  6's— 1929— F.  A  A. 
3,000.00    St.  Louis,  Iron  Mountain  &  Southern  Ry 3,000.00 

Gen'l.  Mtg.  Lead  Grant  6's— 1931— A.  A  O. 
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5,000.00    Wert  Cheater  lighting  Co. $6,000.00 

1st  Mtg.  S'b-^IOSGW.  4  D. 
5,000.00    William  Cramp  Ship  4  Engine  Bldg.  Co 5,000.00 

1st  Mtg.  6'b— 1929— M.  4  8. 
5,000.00    Now  York  Connecting  R.  R. 4,975.00 

lit  Mtg.  4i'i,  Ser.  A— 1958— F.  4  A. 
5,000 .00    Chicago  Union  Station  Company 4,987 .  50 

lit  Mtg.  4J'«— 1088— J.  4  J. 
6,000.00    Cambria  4  Indiana  R.  R. 4,887.50 

Car  Tr.  4$%  Ser.  F— 1929-J.  4  D. 

$95,605.77 
Caah: 

In  Academy  Office $200.00 

In  Treasurer's  Hands: 

Centennial  National  Bank 200.00 

Qirard  Trust  Company 5,455 .33         5,855 .33 

$101,381.10 
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Accident,  meaning,  284-286. 

insurance,  organisation,  309. 

policy,  nature,  233. 

prevention:  264,  266,  287;  bene- 
fits, 240-241;  development,  238-240; 
effect  on  labor,  240;  England,  239; 
future  possibilities,  242-243;  Ger- 
many, 239;  place  of,  in  organisation 
of  insurance  companies,  242;  United 
States,  239,  240;  value  to  employer, 
240-241 ;  value  to  employes,  24 1 ;  work 
of  insurance  companies,  241-242. 

Accident  Prevention.  David  S. 
Beyer,  238-243. 

Accidents:  distribution,  259,  307;  fre- 
quency, 256,  269;    reduction,  241; 


American  Fire  Waste  and  Its  Pre- 
vention. Franklin  H.  Wentworth, 
163-171. 

Annuitant  mortality:  25-27;  charac- 
teristics, 26. 

Annuitants:  abnormal  longevity,  30; 
vitality,  28. 

Annuities:  American,  23;  develop- 
ment, 24;  effect  of  war  upon,  24; 
life,  2-3;  popularity,  24;  taxing, 
129;  with  participation,  27-31. 

Annuities,  Lite.  M.  Albert  Linton, 
20-37. 

Annuity:  deferred,  32;  meaning,  139; 
reversionary,  32-34;  variations  of 
regular,  31. 

premiums,  computing,  21. 

rates:  America,  22-24;  computa- 
tion, 21-22;  Great  Britain,  22-24. 

Beneficiary:  advantages  of  income  pol- 
icies for,  9-13;  income  to,  3-7. 

Benefits;  installment,  148. 

Beyer,  David  S.  Accident  Preven- 
tion, 238-243. 


BiiANCbaed,  B  UJB  H.    Insurance  of 

the  Catastrophe  Haaard,  220-226. 
British  annuities,  comparative  returns, 


California,  rate  regulation,  310. 

Canada,  fire  loss,  164. 

Capital,  liberation,  25. 

Cash  Loans,  The  Pboblek  or  Cash 

Surrender  Values  and.    John  B. 

Lunger,  64-61. 
Cash  policy  guarantees,  effect,  60. 
Cash  Subbendeb  Values  and  Cash 

Loans,  The  Problem  or.    John  B. 

Lunger,  54-61. 
Catastrophe  hasard:  264;  methods  of 

dealing  with,  221;  reinsurance,  222- 

223;  security  against,  221. 

CaTASTBOPHB  Hazard,  INSURANCE  or 

the.    Ralph  H.  Blanchard,  220-226. 
Catastrophe  losses,  avoidance,  224. 

reserves,  accumulation,  222. 

risk,  distribution,  224. 

Chicago,  insurance  rates,  207. 

Cities,   protection   against    fire,    165- 

166. 
Claim  reserves,  importance,  299. 
Cleveland,  insurance  rates,  207. 
Colorado,  rate  regulation,  310. 
Common  law  system:   administration, 

275-277;    defects,  293;   indictment, 

274. 
Compensation:    indemnity  east,   260; 

medical  cost,  260;  medical  element, 

290-291;  payment,  251;  relation  of 


administration,   principles,   277- 

280. 
Compensation  Adidnibtration  and 

Adjustments.  James  E.  Rhodes,  2d, 

273-296. 
Compensation  benefits,  adequacy,  299. 
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Compensation  claim*:  Administration, 
287;  payment,  288;  valuation,  302. 

insurers,  licensing,  298-299. 

laws:  administration  in  different 

states,  280-284;  disability  payments, 
291-292;  division,  279;  object,  293; 
rate  regulation,  308-316. 

obligation,  insurance,  294-296. 

payments,  conservation,  293-294. 

premiums,  segregation,  303. 

reserves:  division,  306;  standard, 

are, 
ad- 
juster, 295;  object,  274. 

Competition:  advocates,  173;  antago- 
nistic principles,  172-173;  defects, 
183-186;  development,  181-186;  ef- 
fect, 253;  fire  insurance,  185;  regu- 
lation, 182;  restraints,  316;  unre- 
stricted, 184,  185-186,  309. 

Connecticut:  medical  aid,  289;  mu- 
tual life  insurance  companies,  67-68; 
workmen's  compensation  law,  281- 
282. 

Cooperation:  antagonistic  principles, 
172-173;  benefits,  173,  198;  devel- 
opment, 173-174, 186-196. 

Dawson,  Miles  M.  Mutualisation  of 
Life  Insurance  Companies,  62-76. 

Disability:  causes,  143-144;  defini- 
tion, 143-144;  partial,  232,  291; 
risk,  141;  total,  232,  291. 

— —  annuity,  payment  of  separate, 
148-149, 

clause:  age  limits,  143;  benefits, 

144-145;  importance,  144;  purpose, 
144-145. 

insurance:  application,  228-229; 

future  development,  235;  nature,  229. 

Disability  Insurance  Policy,  The. 
A.  P.  Woodward,  227-237. 

Disability  policy:  accident  feature,  229- 
230;  analysis,  229;  definition,  237; 
double  benefits,  234;  sickness  fea- 
ture, 234. 


Disability  PacTEcnoN,  Five  Ybabb 

|W of  PboQUM  in.  Bruce  D.  Mudgett, 

W  141-149. 

Dividends,  taxation,  131. 

Downey,  E.  H.  The  Public  Supervi- 
sion of  Workmen's  Compensation  In- 
surance, 297-316. 

Employers;  rates,  263;  value  of  acci- 
dent prevention,  240-241. 

Employers'  liability:  claim,  275;  com- 
mon law  system,  273. 

Employes:  hazards,  97-98;  value  of 
accident  prevention,  241. 

Employment  departments,  mainte- 
nance, 96. 

England:  accident  prevention,  239; 
classification  of  buildings,  199;  life 
insurance,  69;  taxation  of  life  in- 
surance, 138-140. 

Equitable  Life  Assurance  Society:  fi- 
nancial condition,  73-74;  mutuali- 
sation, 73. 

Estates,  administration,  14-15. 

Europe,  fire  waste,  164. 

European  war,  industrial  activity, 
261. 

Expenditures,  taxation,  126. 

Experience  rating:  288-272;  argu- 
ments against,  270;  arguments  for, 
269;  definition,  269. 

Fire:  protection  of  cities  against,  165- 
166;  protection  of  properties  against, 
169-171. 

departments,  services,  168. 

haiard,  elements,  201. 

insurance:  advantages  of  sched- 
ule system,  202;  competition,  185; 
development  in  United  States,  172; 
model  acts,  193;  necessity,  188;  re- 
insurance in,  223. 

Fms  Insurance,  Ra™-Maktnq  Ob- 
qanuations  in.  Robert  RiegeL 
172-198. 

Fire  insurance  companies,  classified  ex- 
perience, 201-202. 
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Fin  insurance  legislation,  New  York, 
196-197. 

premiums,  economy,  179. 

Firs  Insurance  Rate-Making,  Prob- 
lems OF.    Robert  Riojrel,  199-219. 

Fire  insurance  rates:  competition,  184; 
E.  G.  R.  schedule,  213-219;  L.  & 
L.  schedule,  209-213;  outline  of 
E.  G.  R.  schedule,  216;  outline  of 
L.  A  L.  schedule,  212. 

Fine  Waste,  American,  and  Its  Pre- 
vention. Franklin  H.  Wentworth, 
163-171. 

Firemen,  education,  168. 

Fires:  causes,  169;  prevention,  167. 

France,  life  insurance,  59. 

Frankel,  Lee  K.  Conservation  of  life 
by  Life  Insurance  Companies,  77-91. 

Fraternal  insurance:  development, 
110;  extent,  120;  growth,  119;  ori- 
gin, 109. 

fraternal  insurance  in  tee  united 
States:  Its  Origin,  Develop- 
ment, CHARACTER  AND  Existing 
Status.     Walter  S.  Nichols,   109 


122. 
Fraternal  in* 


e  societies:  deficien- 


cies, 120;  rates,  116. 

Germany:  accident  prevention,  239; 
compensation  act,  238. 

Government,  functions,  124,  130. 

activities,  extension,  123. 

supervision,  cost,  130, 

Great  Britain,  annuity  rates,  22-24. 

Group  insurance:  attitude  of  employes, 
101-102;  cost,  95-96;  description,  93; 
experiences  of  employers,  99-101; 
explanation  of  plan,  104-105;  medi- 
cal examination,  93;  origin,  102; 
policies,  105-108;  popularity,  103- 
104;  premiums,  104,  105;  soliciting, 
103;  unit,  94-95;  value,  98. 

Group  Insurance.  Ralph  Barnard 
Trousdale,  92-108. 

Group  policies:  disability  clause,  106; 
plans,  106-107. 


EX  343 

Hacards,  principal  features,  214. 

Health,  preservation,  90. 

conservation,  literature,  87. 

propaganda,  development,  80. 

Home  Life  Insurance  Company:  finan- 
cial condition,  71;  incorporation,  71; 
mutualiiation,  71. 

Hunter,  Arthur.  Insurance  on  Sub- 
standard Lives,  38-53. 

Hygiene:  development  of  public,  82— 
83;  personal,  of  policyholders,  83-87. 

Illinois,  insurance  rates,  208. 

Income:  disability,  7-8;  endowment, 
7;  monthly,  5-6;  types,  2-3. 

policies:    advantages  for  agent 

and  company,  15-17;  advantages 
for  beneficiary,  9-13;  advantages  for 
insured,  13-15;  division,  2. 

Income  Policies.  Walter  Le  Mar 
Talbot,  1-19. 

Income  policy,  monthly,  34-35. 

tax  law,  English,  134. 

Incomes,  sixes,  12-13. 

Indemnity:  principle,  227;  work-acci- 
dent, 244. 

Indiana,  insurance  rates,  208. 

Industrial  problems,  solution,  99. 

Installments:  certain,  3-4;  continu- 
ous, 3,  4-5. 

Insurance:  accident,  227;  competitive 
systems,  265;  compulsory,  244;  cost, 
78,  111,  118, 121, 186,  245,  248,  250, 
266,  309;  definition,  255;  functions, 
79;  history,  245;  income,  1;  law, 
151;  liability,  250;  lien  system,  46- 
46;  minimum  rates,  179;  new  form, 
244;  principles,  111,  244;  public 
needs,  160-161;  purpose,  270;  re- 
ciprocal, 252-263;  reduced  rates, 
248;  security,  250;  state  supervi- 
sion, 237;  sub-standard,  39-40; 
sub-standard  lives,  44. 

Insurance,  Group.  Ralph  Barnard 
Trousdale,  92-108. 

Insurance  of  the  Catastrophe  Haz- 
ard.   Ralph  H.Blanchard,  220-226. 
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Inbcbancb,  Thb  Public  Supervision 
of  Workmen's  Comphnbation.  E. 
H.  Downey,  297-316. 

Insurance  agents:  characteristics,  150- 
152;  licensing,  159;  opportunities, 
86-87;  part-time,  152-156;  respon- 
sibility, 153;  undesirability  of  part- 
time,  156;  unrestricted  licensing  of 
part-time,  157;  value,  86;  whole- 
time,  162-166. 

carrier,  compensation  liabilities, 

299. 

commissioners:  convention,  113; 

National  Convention,  192-193,  198. 

companies:    accident  prevention 

work,  241-242;  accumulated  funds, 
91;  attitude,  159-160;  elimination 
of  part-time  agents,  161;  excise  tax, 
134;  license  fees,  132;  protection, 
60;  records,  88;  relation  to  policy- 
holders, 84;  requiremento,  287f  re- 
serve fund,  113;  value  of  physician, 
85;  value  of  trained  nurse,  85. 

law,  New  York,  117. 

policies:  border-line  risks  40-60; 

installments,  2;  numerical  rating  of 
rinks,  48-49;  proceeds,  128;  selec- 
tion of  risks,  60-51. 

Insurance  Policy,  The  'Dibabilttt. 
A.  P.  Woodward,  227-237. 

Insurance  practice,  important  advance, 
92-94. 

Insured:  advantages  of  income  poli- 
cies for,  13-16;  income  to,  7-8. 

Insurers,  objects  of  authorised,  298. 

iNBuamo  Workmen's  Compensation, 
Methods  of.  Harwood  E.  Ryan, 
244-254. 

Interest  surplus,  distribution,  29. 

Investments:  common  forms,  60;  saie- 


i,  insurance  rates,  208. 
Kentucky,  rate  regulation,  310. 


Labor:  cost,  97;  division,  179; 
of  accident  prevention,  240. 


Labor  insurance,  loss,  96-97. 

legislation,  administration,  278. 

Legislation,  -results  of  regulatory,  190- 

197. 
Liability,  basis,  274. 

insurance,  function,  296. 

Lien  system,  varied,  46. 

Life:  hasarda,  141;  length  of,  77. 

LlFB,  CONSERVATION  OF,  BT  LlFB  In- 
burancb  Companies.  Lee  K. 
Frankel,  77-91. 

Lifb  Annuities.  M.  Albert  Linton, 
20-37. 

Life  annuity:  joint,  31-32;  primary 
function,  20. 

insurance:  applicants,  49;  bank- 
ing function,  57;  England,  69;  es- 
tablishment, 160;  exemption  from 
taxation,  135;  expansion,  110;  forms, 
1;  France,  59;  history,  78, 141, 161; 
lose,  160;  methods  of  taxing,  127; 
modern  conception,  78;  mutualiaa- 
tion,  134;  necessity,  162;  progress, 
92;  social  importance,  168;  state 
supervision,  132;  taxation,  126- 
127;  taxation  of,  in  England,  138- 
140. 

Lrro  Insurance,  Whole-Time  Agents 
fob.  Edmund  Strudwick,  Jr.,  150- 
162. 

Life  insurance  agents?  qualifications, 
161;  number,  150. 

companies:    activities,  82; 

function,  78;  medical  examination, 
78;  mutualisation  of,  in  Massachu- 
setts, 64,  67;  mutualiaation  of,  in 
New  Jersey,  68;  mutualisation  of, 
in  New  York,  62,  68,  73;  net  in- 
oome,  133;  problem,  64;  reasons 
for  mutualisation,  63;  taxation,  127- 
128. 

Lm  Insurance  Companies,  Con- 
servation of  Lifb  bt.  Lee  E. 
Prankel,  77-91. 

Life  Insurance  Companies,  Mutu- 
Milea  M.  Dawson, 
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Life  insurant*  funds,  taxation,  123. 

Lira  Insurance  Funds,  Thb  Exemp- 
tion or,  nunc  Taxaiton.  Bmoe  D. 
Mudgett,  123-140. 

Life  insurance  policies,  modern,  36-37. 

taxation,    United     States, 

131-137. 

Linton,  M.  Albert.  Life" Annuities, 
20-37. 

Living,  minimum  standard,  125. 

Loan  privilege,  expansion,  67. 

Lunger,  Jobn  B.  The  Problem  of 
Cash  Surrender  Values  and  Cash 
Loans,  54-61. 

Maine,  rate  regulation,  310. 

Maryland,  rate  regulation,  310. 

Massachusetts:  income  tax  law,  132; 
medical  aid,  280;  mutualisation  of 
life  insurance  companies,  64,  67; 
rate  regulation,  310;  workmen's 
compensation  law,  280-281. 

Medical  aid,  statutory,  288-290. 

examinations,  periodic,  85-86. 

Metropolitan  Life  Insurance  Com- 
pany: financial  condition,  70;  in- 
corporation, 68;  mortality  experi- 
ence, 90;  actualization,  68. 

Michigan,  insurance  rates,  208. 

Missouri,  insurance  rates,  208. 

Mobile  Bill,  passage,  113-114. 

Mortality:  cost,  81-82;  improvement, 
81-82;  reduction,  78;  relative,  43-44. 

Mudqbtt,  Bruce  D.  Five  Years  of 
Progress  in  Disability  Protection, 
141-140. 

Mtjdgett,  Bruce  D.  The  Exemption 
of  Life  Insurance  Funds  from  Taxa- 
tion, 123-140. 

Mutual  associations,  financial  position, 
248. 

Life  insurance,  success,  65. 

companies:  Connecti- 
cut, 67-68;  prohibition,  65;  Ver- 
mont, 67-68. 

Mutualisation:  need  for  laws,  64;  pur- 
pose, 71. 


Mutualisation  of  Lin  Insurance 
CoicpANtKS.  Miles  M.  Dawson,  62— 
76. 

Nevada,  state  fund,  240. 

New  Jersey,  mutualisation  of  life  in- 
surance companies,  68. 

New  York:  fire  insurance  legislation, 
196-107;  insurance  law,  117;  mu- 
tualisation of  life  insurance  com- 
panies, 62,  68,  73;  rate  regulation, 
310;  underwriters'  associations,  177; 
workmen's  compensation  law,  282— 
283. 

Nichols,  Walter  8.  Fraternal  In- 
surance in  the  United  States:  Its 
Origin,  Development,  Character  and 
Existing  Status,  109-122. 

Ohio:     insurance    rates,    208;     state 

fund,  240. 
Oregon,  state  fund,  249. 

Pennsylvania:  rate  regulation,  310; 
risks,  199;  underwriters'  associa- 
tions, 178;  workmen's  compensa- 
tion law,  283. 

Pension  funds,  establishment,  08. 

Phoenix  Mutual  Life  Insurance  Com- 
pany, actualization,  75. 

Policies:  extra  premiums,  46-47;  indi- 
vidual, 55;  payment  of,  in  install- 
ments, 146-167. 

Policies,  Income.  Walter  Le  Mar 
Talbot,  1-19. 

Policyholders:  conditions,  70;  educa- 
tion, 83-87;  protection,  220;  rela- 
tion to  insurance  company,  84;  re- 
serves, 70. 

Policy  loans:  56-59;  advantages,  57; 
disadvantages,  57;  provisions  re- 
garding, 56-57. 

Premium  rates,  decrease,  266. 

Premium  Rates,  The  Calculation 
op  Workmen's  Compensation. 
Claude  Edward  Scattergood,  255- 
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Premiums:  average  rate,  217;  depres- 
sion, 270;  extra,  46-47;  taxes,  131; 
uniform  lowering,  28;  waiver,  145- 
146. 

Protection,  reduction,  57. 

Prudential  Insurance  Company:  finan- 
cial condition,  72;  mutualisation,  72. 

Rate  cutting,  competitive,  312. 

Rate-Makxno,  Problems  or  Fire 
Insurance.  Robert  Riegel,  199 
219. 

Rats  Making  Organisations  in  Fire 
Insurance.  Robert  Riegel,  172- 
198. 

Rate  problem,  proposed  solutions,  208- 
219. 

■ — —  regulation:  direction,  309;  mo- 
tive, 308. 

supervision,  public,  309. 

Rates:  annuity,  22-24;  adequate,  308; 
basis  for,  183-186;  established  by 
state  commissions,  187;  filing,  186- 
187;  inadequate,  303;  maintenance 
of  uniform,  311;  public  attitude,  206- 
208;  regulation,  180;  revision,  187; 
schedule  variations,  259;  standard- 
isation, 180;  statistical  foundation, 
218. 

Rating:  cooperative,  191;  experience, 
263,  268-272;  methods,  203;  sched- 
ule, 263-268. 

bureau,  powers,  313. 

methods,  early,  199-200. 

Rating  schedules:  criticisms,  266;  de- 
velopment, 202-203;  industrial  com- 
pensation,  266;  modem,  203-206; 
principles,  203. 

Reserve  funds,  withdrawal,  58. 

Rhodes,  James  E.,  2d.  Compensation 
Administration  and  Adjustments, 
273-296. 

Riegel,  Robert.  Problems  of  Fire 
Insurance  Rate-Making,  199-219. 

Rieoel,  Robert.  Rate-Making  Organ- 
isations in  Fire  Insurance,  172-198. 

Risk  hazard,  divisions,  264. 


Risks:  classification,  199,  201;  in- 
herent, 215;  insuring,  213  214;  lim- 
itation, 222;  surplus,  223. 

Rtan,  Earwood  E.  Methods  of  In- 
suring Workmen's  Compensation, 
244-254.    Set  also  308. 

Sanitation:  development  of  public, 
82-83;  personal,  of  policyholders, 
83-87. 

Scattergood,  Clauds  Edward.  The 
Calculation  of  Workmen's  Compen- 
sation Premium  Rates,  255-262. 

Schedule  rating:  definition,  264;  possi- 
bilities, 267;  provision,  264;  rate 
values,  264;  results,  267. 

Self -insurance,  arguments  against,  251. 

Senior,  Leon  S.  The  Practice  of 
Schedule  and  Experience  Rating  for 
Workmen's  Compensation  Risks, 
263-272. 

St.  Louis,  insurance  rates,  207. 

State  rating  acts,  criticism,  188. 

law:  advantages,  190-191; 

inadvisability,  189-190. 

Stock  companies:  advantages,  246- 
247;  disadvantages,  247;  guaran- 
teed rates,  246;  management,  246. 

Strudwick,  Jr.,  Edmund.  Whole- 
Time  Agents  for  Life  Insurance, 
160-162. 

Sub-standard  insurance:  advantages, 
52-53;  history,  39-40;  need  for,  40; 
types  of  risks,  40-41. 

lives:  improvement  in  health, 

52;  insurance,  44;  selection  against 
company,  51-52;  statistics,  41-42; 
types,  38-39. 

Sub-Standard  Lives,  Insurance  on. 
Arthur  Hunter,  38-53. 

Sub-standard  risks:  acceptance,  44; 
mortality,  44;  special  classes,  48. 

Surplus,  taxation,  125. 

Surrender  values,  54-56. 
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Tax:  fire,  164;  inheritance,  126. 
system,  basic  requirements,  124- 

180. 
Taxation:    dividends,   131;    equality, 

126;  exemptions,  123;  federal,  137 

138;    individuals,   128-130;    justice, 

124;    levying  general,  125-126;    of 

life  insurance  in  England,'  138-140; 

scientific,  123,  138;  state,  137-138; 

types,  124. 
Taxation,  The  Exemption-  of  Ldi 

Insurance  Funds  nunc.    Bruce  D. 

Mudgett,  123-140. 
Taxes:  federal,  133;  general,  124-125; 

specific,  124-125;  state,  131-133. 
Thrift,  tendency  toward,  18. 
Trousdale,  Ralph  Barnard.    Group 
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Welfare  work:  definition,  07;  indus- 
trial, 07;  program,  07. 

Wentworth,  Franklin  H.  American 
Fire  Waste  and  its  Prevention,  163- 
171. 

West  Virginia,  state  fund,  240. 

Wiaoonsin:  inheritance  tax  law,  132; 
insurance  rates,  208. 

Woodward,  A.  P.  The  Disability  In- 
surance Policy,  227-237. 

Workingmen,' loans  for  homes,  88-80. 

Workmen's  compensation:  225;  coat, 
257;  experience,  250;  obligations, 
252;  premiums,  304;  principle,  273; 
statistics,  257. 

Workmen's  CoMT*NaATioN,  Methods 
of  Insuring.  Harwood  E.  Ryan, 
244-254. 


Underwriters'  associations:  classifica- 
tion, 174-178;  economic  functions, 
179-181;  local,  177-178;  national, 
174-175;  nature  and  services,  174- 
181;  New  York,  177;  organisation, 
178-179;  Pennsylvania,  178;  pro- 
ceedings against,  181;  results,  180- 
181;  sectional,  175-176. 

United  States:  accident  prevention, 
230,  240;  accidents,  236;  business, 
160;  development  of  fire  insurance, 
172;  fire  loss,  164;  health  cam- 
paign, 82-83;  life  insurance  taxa- 
tion, 131-137;  state  insurance  com- 
missioners, 246. 

United  States,  Fraternal  Insur- 
ance in  the:  Its  Origin,  Devel- 
opifbnt,  character  and  existing 
Status,   Walter  S.  Nichols,  100-122. 

Valuation:  loss,  271;  standard,  118. 

table,  elements,  307. 

Values,  application,  264. 
Vermont,  mutual  life  insurance  com- 
panies, 67-68. 

Wages,  determination,  07. 
Washington,  state  fund,  249. 


administration,  265;  carriers,  244; 
mutual  associations,  247-248;  object 
of  public  supervision,  207;  premi- 
ums, 245;  public  supervision,  297; 
rate-making,  267;  self -insurance,  251- 
252;  social  character,  207;  state 
funds,  248-251;  stock  companies, 
245-247. 

Workmen's  Compensation  Insur- 
ance, The  Public  Supervision  of. 
E.  H.  Downey,  207-316. 

Workmen's  compensation  law:  appli- 
cation, 284;  Connecticut,  281-282; 
Massachusetts,  280-281;  New  York, 
282-283;  Pennsylvania,  283;  pro- 
visions, 258. 

WOEKMEN'S    COMPENSATION    PREMIUM 

Rates,The  Calculation  of.  Claude 
Edward  Scattergood,  255-262. 


amendment  of  laws,  306-308. 
Workmen's     Compensation     Risks, 
the  Practice  of  Schedule  and  Ex- 
perience  Rating   foe.     Leon   S. 


Workmen's  Compensation  Service  Bu- 
reau, National,  266. 

t  state  fund,  249. 
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